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“What if there suddén[y was nbthing to read?”

“There are too many boring mums and dads in the newspapers, but | also '

see people | know sometimes .*

“Now that | know how ta read, | know all the things | need to know in
the whole world.”

“There are too few cartoons in the newspapers.”

“| think | like the sport best when | read newspapers.”

“Without letters, we'd have to speak ALL the time.”

“If | couldn’t read, | wouldn't know that half of the world étready rides

a hicycle.”

“I get my hands dirty when | read newspapers - | like that!”
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3 o Jan Oksum'
Introduction '

With 25 years behind him in the company,
chief executive Jan Oksum knows what he is
talking about in staking out the future course
for Norske Skog. The aim is to be recognised
as a world leader in the paper industry.

That calls for more than good financial resuits.

We will be the
best in class

orske Skog intends to surprise and

impress the world. We will be the

best at what we do. Last year, which )

was my first as chief executive, 1 had
the pleasure of visiting almost all our mills
and offices. [ am convinced that we have the
qgualities required to be a world leader in the
paper industry. That is our vision. That is
what we will be striving towards.

Those of us who work in Norske Skog are
able and committed people who know our
business and are willing to do our utmost to
reach our goal. We represent a resource which
will be further developed with knowledge and
wisdom, Our board has adopted a revised
vision, values, goals and strategy which are
clear and ambitious, put positive pressure on
us, and sharpen our whole organisation.

VIGOROUS
We have frequently demonstrated that we set
high targets, take risks and deliver. We keep
our promises. Through strategic acquisitions
over a few months in 2000, we were able to

establish ourselves as a global newsprint and

Annyal repert 04



| Introduction

magazine paper producer with activities on
five continents.

Two years ago, we launched an improve-
ment programme which aimed to make NOK
2 billion in savings. Many of the experts who
follow our company initially doubted whether
we could hit this target. [t has been met, not
least because of good team spirit and colla-
boration at all levels, We are well equipped to
meet fresh challenges in the market.

We have defined new ambitions for future
expansion to enhance pn')ﬁtability. and seve-
ral roads lead to growth. We will expand our
existing business, but new acquisitions could
become relevant at some time. Our approach
to continued growth is a prudent one. We
keep market trends under observation, and
take a pragmatic attitude to assessing new
opportunities in our core business. One
absolute requirement is that all growth must
be profitable. Qur overriding goal is to deliv-
er the best shareholder value in the paper
industry.

GLOBAL ADVANTAGES
Although we have experienced a couple of dif-
ficult years, with low prices for our products,
we view the future with great confidence. Our
ambition to become a world leader reflects the
faith we have in the future of the industry and
in our strength and ability to follow and adapt
to market developments.

One feature 'of the paper industry is the
high level of capital tied' up in its facilities.
That applies particularly. to us, because we
have made a number of substantial acquisi-
tions. We have thereby secured a global pro-
duction base, which provides good opportu-
nities for further investment to develop mills
with special competitive advantages. We also
have access to cheap raw materials and
favourably-priced energy. This means we can

live up to our strategy of being a low-cost pro-
ducer. Our ability to deliver high-quality
products at the lowest possible cost represents
a significant contribution to the success of our
customers.

We have a good foothold in Europe, and
fine positions in Australasia and South
America, [n these two regions, we rank as the
only large company to produce newsprint
from plantation-grown pine. We are also very
strongly placed in Asia through our holdings
of 50 per cent in Pan Asia Paper Company, the
continent’s largest newsprint producer out-
side Japam, and 34 per cent in Malaysian
Newsprint Industries.

The first reels of paper from the new
PanAsia mill in China's Hebei province are

due to be dispatched in the autumn of 2005
This new paper machine will be the largest
and most efficient in Asia. The' Chinese
newsprint market is expanding strongly, and
we expect this growth 1o continve during the
run-up to the Beijing Olymplcs in 2008.
China already consumes more newspnnt than
the UK and Germany, the two Iargest markets -
in Europe. At the same time, per Caplta con- .
sumption is only a twentieth of the European .
level.

ACCEPTING RESPONSIBILITY
We have committed ourselves to contribute to
sustainable development. Customers, suppli-
ers and the world at large can rely on us. we
take work on environmental issues seriously,
I

G000 DIALOGUE: The company’s human resources receive the chief executive’s full attention Jan
Oksum visited Norske Skog Skogn on his first day at the helm. While there, he met Christian Hapnes

{left) and Tore O Hoem.

4
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One absolute requirement is that all
growth must be profitable. Our overriding

goal is to deliver the best shareholder
value'in the paper industry.

Our values build on the UN universal declara-
tion of human rights, These are not just fine
words to us, but commitments which are
demonstrated in specific actions. We were
accordingly the first international pulp and
paper company to sign a global agreement on
employee rights with the International
Federation of Chemical, Energy, Mine and
General Workers’ Unions (ICEM). On that
basis, we have also developed a close and good
collaboration with our unions through sever-
al channels — most recently the creation of a
Global Employee Forum. The latter provides a
common meeting place for employees and
management, where we can give and receive
information and discuss relevant issues relat-
ing to Norske Skog.

We also accept our social responsibility to
the local communities in which our opera-
tions are pursued. Mills and employees
involve themselves in a number of areas in
these communities. We support many activi-
ties which help to improve the quality of life,
health and knowledge.

Together with our customers, we are mak-
ing a contribution internationally to improve
reading skills among children and young peo-
ple. We cooperate with the World Association
of Newspapers on introducing the
Newspapers in Education programme, partic-
ularly in new democracies where working
conditions for a free press have improved.
This commitment has both social and com-
mercial objectives. International surveys show
that the level of reading skills is not accept-
able, even in western countries. We are doing
our bit to reverse this trend. Newspaper and
magazine publishers must attract new genera-
tions of regular readers to survive in the
future. It is clearly in our own interest that
they succeed in this effort. Using newspapers
in education is one instrument in that respect.

COMMUNICATION LINK

The media sector is changing very rapidly
and, as a link in the value chain for the world’s
leading communication companies, we must
keep abreast of these developments. We see
that everyone is fighting for the public’s time
and attention, Mobile telephony and the
internet are developing swiftly, and compet:
ing with the printed word. But time is not
standing still in the traditional media, which
are also pursuing rapid product development.
There is little to suggest today that newspa-
pers and magazines will lose their important
position in the market. But neither we nor our
customers can afford to rest on our laurels in
seeking to meet people’s requirements for a
product on which they want to spend their
time, As a world leader, we will be staying in
the forefront of developments.

Okpan.

JAN OKSUM
PRESIDENT ANI-CEQ
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products tailored to coming generations.

the texting generation?

The print media will still be around 20 years from now - but they
face tough competition from electronic rivals. To secure their posi-
tion, newspapers and other printed publications must therefore be
willing to think along completely new lines and create mnovatlve

Can newspapers survive

eople used to finding that most of the

information they want is just a key-

stroke away are likely to just take the

time to click to an article which inte-
rests them. They also expect the information
to be free. Demographic trends indicate that
western socicties are steadily aging, and older
readers will be loyal to the newspaper. But
there is no future in publishing solely for pen-
sioners.

INNOVATION AND BOLDNESS
Norske Skog has challenged three experts to
forecast the future for the print media. Their
conclusions indicate that they have been given
demanding - and therefore probably the
correct - questions to answer. These findings
also reveal that Norske Skog represents an
industry which still has a future in the coming
century. But social changes make major
demands for innovation and boldness.

After all, everyone will probably agree with
this observation from panellist Roman Hohol:
“Cn my many travels, I notice people at air-
ports, on trains and in hotel lobbies reading
newspapers, magazines and books, But most
of them are middle-aged or older. Many of the
younger generation are listening to music,
sending text messages or checking their e-
mail.”

This comment indicates the challenge
facing the industry. But no industry which
wants to survive would be content to continue
offering today's product to tomorrow's
consumers. The answer therefore lies in
change.

“Large-circulation newspapers and popu-
lar magazines will probably see their reader-
ships decline, while freesheets for commuters

and specialist magazines will expand,” Hohol
predicts, “But one thing is certain - the use of
electronic and other new types of media will
expand much faster than the printed word.”

Fellow panellist Klaus /£ Mogensen notes
that how far digital media will replace print
undoubtedly depends more on subjective and
psychological factors than objective and
functional considerations. ‘ i

“Would it feel 'right’ for the typical con-
sumer to read a book or a newspaper digitally .
rather than in the traditional paper version?”
he asks. .

He adds that “the feel and smell of paper is
part of the reading experience’, which is not
easy to reproduce on the screen or on elec-
tronic paper.

Mogensen focuses on the fo]low ing chal-
lenge: “With a digital newspaper, you can
refrain from taking sections you don't want
and it's easy to subscribe to optional specialist
sections. This expanded flexibility might
encourage young readers, in particular, to opt
for the exclusively digital solution.”

In considering where we will be in 20 years.
panellist Arne Martinsen points out that an
information overload already exists which
most people regard as huge and insurmount-
able. This generates extremely sharp compe-
tition which cuts the price of media consump-
tton and boosts potential consumption.

“When everything is equally accessible to
everyone, everywhere, people no longer just
need pure news and information,” he suggests.
“A great need to understand emerges - to get
beneath the surface, to convert information
into personal value. Competition over know-
ing the most will be replaced by a desire to
comprehend a little more, to be able to exert
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influence and contribute to change. People no
longer want to be the best informed, but the
most enlightened.”

SOCIAL CHANGE
AND CHOICE OF MEDIA

It is also ctear that social developments in the
world community will influence the choice of
medium by both general public and advert-
isers. According to the panel, demographic
trends will reduce the uniformity of markets
for the print media, with bigger differences
between the generations. Hohol describes this
as “a mass market directed at the middle-aged
and a much smaller market focused on the
young'.

The job will be to modernise the printed
media so that younger readers do not disap-
peat completely, while being more attractive to

‘ ‘ The young are

not sufficiently
numerous to threaten
the print media.

the middle-aged and elderly. Panel members
seemed to agree that the printed newspaper
will continue to lose ground with the young,
but that this age group is not sufficiently
numerous to threaten its existence. Reforms
are nevertheless needed, says Mogensen, and
points to the transition from broadsheet to
tabloid formats.

“The desire for individual, personalised
products is another growing consumer trend,”
he continues. “For the printed media, this
means that customers want their books and
newspapers printed to their own specification,
They set requirements for paper quality, print
size, layout, format and optional sections,
Tomorrow's bookshops may not have a broad
selection, but will feature a flexible print-c¢n-
demand system.”

Martinsen says that every media enterprise
must actively influence social developments in
the geographic regions they cover, and points
to a connection between media consumption
and social development. This means that
media in general face major changes.

“The same applies to the advertiser’s choice
of media. They will look for the most effective
channels for their commercial message. While
their choices will substantially reflect social
trends, they won't influence them directly”

One consequence is that the print media
must see the changes coming in order to
protect or expand their share of the advertis-
ing spend, he adds.

ILLITERATES AND
NEWSPAPER READERS
One social development which will unques-
tionably influence the media is the growth of

the world's middle dass, particularly in coun-
tries such as China and India.

“People escape from poverty into the lower
middle class,” observes Hohol. “They are then
perceived as potential consumers by adver-
tisers and media. Initially, they may only be
able to afford essentials. As their income rises,
however, they will buy and consume toiletries,
watches and even certain print media
products. All these must be advertised,
marketed and packaged.”

The trend towards an internationally more
prosperous middle class makes it natural to
ask whether today's illiterates will become
tomorrow's newspaper readers. While most
people reading this article are likely to feel that
the answer is yes, the panel is divided on the
issue.

“If by illiterates we mean people who can't
read, [ believe a continuing commitment to
combating global illiteracy will have positive
spin-offs for newspaper publishers - partic-
ularly in the industrialised world,” says Hohol.

But Mogensen views the issue from a
different angle: “It's not impossible, but
doubtful, that tomorrow's newspaper readers
are today's illiterates. It's far more likely that
illiterates will adopt devices which can convert
written text into speech, Illiteracy is actually
far less likely to be a handicap 20 years from
now. With improved speech recognition,
people will be able to talk to electronic devices
and receive spoken responses. Reading and
writing skills may actually be necessary only
for people who work intensively with writing
and research.”

Martinsen is more in accord with Hohol.
“The age of closed cultures is fortunately on
the verge of disappearing, removing the
opportunities for totalitarian societies to
shield people from information. The fight
against illiteracy is a battle for freedom and
popular education. In this picture, the print
media will find a significant and lasting role”

RITE OF PASSAGE

The final question raised with the panel
concerns the connection between children's
relationship with electronic media and their
newspaper reading. Today's youngsters are
computer literate and always have their mobile
to hand. Adults, by comparison, are more or
less incapable of searching the net and not
least of playing computer games. The question
is whether this farniliarity will influence future
newspaper reading,

As mentioned above, attracting new
readers without alienating the existing loyal
readership is very important for newspaper
publishers. They must change to preserve.
Hohol believes it is wrong to say that today's
young people are not newspaper readers, but
says they read them in a different way than
their parents. He adds that the young are
moving away from the traditional pald news-
paper.

“Young people are much more interested in
entertainment, sport, culture and - above all -

T

l The questlons
‘What will the print media sector Iook Lo
- like 20 years from now, viewed both in
isolation and in relation to other media?

How will social developments affect the .. '.
g way readers and advertisers use and L f
- rchoose different media? . Ty

* -Are today's iIIiterates tomorrow's - ' -
riewspaper readers? :

How far will the use of electronic media hy
children influence their newspaper reading?

local news. They are also more concerned with
colour and design, and with being able to
choose what they read. But it's nevertheless
reasonable to assume that today's children
won't read newspapers to the same extent as
their parents. They will want easier-to-read
publications, and aren't interested in product
information they can find elsewhere. And
above all, they're not interested in paying fora
paper.”

Mogensen believes that children’s rela-
tienship with electronic media will exert a
considerable influence on their newspaper
reading, even though they are naturally more
interested in computer games during their
childhood. The closeness of youngsters to
electronic media means that they will proba-
bly turn to the internet when looking for
news.

“On the other hand, reading newspapers
could perhaps be regarded as a sort of rite of
passage” associated with growing up, precise-
ly because such publications are considered
to belong to the adult world. Another pointis
that many children today are very keen on
reading books. This gives them a relationship

Z T
‘The panel S
W Klaus £ Mogensen is a .1
| project manager afthe , :
Copenhagen Institute for Fuure
Stbdies_((lFS) in Denmatk.

B Ame Martinsen is president
at Enterprise IG in Norway.

CY

marketing practice at Amec -
Forest Industry Consultmg,
' Canada, .

v

Ihe discussion was chaired by Ter]e Svabo '

presndem of the Civita [h:nk tank. *
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LIVELY DISCUSSION: Jan Clasen {left), Roman Hohol and Arne Martinsen are optimistic about the future of the print media. '

with the print media which means that
reading from paper will be a nostalgic experi-
ence when they grow up.”

Martinsen notes that we must not forget
how adults have also developed their rela-
tionship with the electronic media without
abandoning the newspaper.

“Today's young keypad communicators
will eventually develop a different and wider
requirement for intellectual stimulation than
texting can provide.”

COMMENTS BY JAN CLASEN, NORSKE
SKOG'S SENIOR VICE PRESIDENT
FOR SALES AND MARKETING
The information and views provided by this
panel confirm our belief that competition
between various types of media will continue
to increase. Some of the traditional products,
such as newspapers and magazines, but also
“newer” elements like inserts, flyers and
unaddressed advertising will experience a
future which is strongly. dependent on the
continent and the country in which they
compete. But tougher campetition in coming
years will also clearly stimulate an accelerat-

ing pace of product development.

Qur customers are constantly concerned
to develop and adapt their products to meet
the requirements of readers and advertisers.
The interaction between print media and
electronic information transfer provides new

opportunities for both communication
channels.

The industry is extensively exchanging
experience, and making a commitment to
research and development to pick up devel-
opment trends and interpret the needs of end
users. We are already seeing results from this
work.

Publishers covering both print and elec-
tronic media have experienced overall
growth. We believe that such coexistence
between media can continue to provide
expansion opportunities.

Our biggest concerns are the ones we
share with our customers - how readers pri-
aritise their time and reading skills in new
generations. Given the rapid pace of product
development, we believe in the need to design
future newspapers and magazines in ways
which attract interest and which encourage
people to devote time to them. A collective
effort to strengthen reading skills among new
generations, not least through the use of
newspapers and magazines in the classroom,
will help children and young people to appre-
ciate the value of being able to read such
publications and to see that this remains part
of the definition of 2 positive lifestyle. We
have accordingly become closely involved in
Young Reader activities worldwide in co-
operation with the World Association of
Newspapers.

‘ Our biggest concerns

are the ones we share
with our customers - how .
readers prioritise their time
and reading skills in new
generations.
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The whole process starts ‘at the customer. We
must listen to their needs and desires. That,
after all, is what we believe helps to make us a
recognised world leader in the paper industry.

Everyone involved in the paper process,
from raw material, production and transport
to the service we offer our customers, must be
focused on customer needs and wishes, and
act accordingly. That is what customer orien-
tation is all about.

THE NOR BRAND
We have accepted this challenge at Norske
Skog by setting up a structure to facilitate
customer orientation in, every part of our
organisation through an internal paper certifi-
cation process. ‘

The Nor brand is not about giving our
products a nice, catchy name, We want it to be
a hallmark for and a proof of consistency and
reliability.

The paper allowed to carry the Nor brand
must meet the requirements of our customers
for runnability, printability and properties
such as brightness, opacity and smoothness.

Approving the paper is a process which
involves the whole mill organisation. First, the
paper is judged through printing tests and on
the characteristics mentioned above by bench-
marking it. That gives the mill a good under-
standing of the current position, and allows
the organisation to focus on any improve-

QUALITY STAMP: Yilmaz Senmrk at Norske Skog
Parenco places the Nor brand on a paper reel as
our guarantee of reliable quality.

Our hallmark for
consistency and reliability
Winning recognition as a world leader calls for a

focus on the customer. We want them to know
what to expect when they buy our products.

NOR BRAND

b

CLOSE COOPERATION: Cooperation with customars is important in the process leading up to the
award of the Nor brand. Herman Schor (third from left) and Joop 5tap from De Telegraaf are being
visited by Chris van Zijl, managing director for Norske Skog Holland, and Luc van Mullem from techni-
cal customer support at Norske Skog Parenco.

ments which might be needed.

Next, a local project group is established
with representatives from all the mill's opera-
tional departments to coordinate improve-
ment activities with support from our research
and development, sales and marketing, and
the supply and logistics teams. Customers are
often directly involved in this process, and
their input is invaluable. This approach
ensures that all available know-how and expe-
rience are brought to bear on- customer
requirements, and provides a very practical
and effective way of facilitating customer
orientation.

Final approval of the Nor brand is
conducted by our research and development

group.

EARNED THE RIGHT
Norske Skog Parenco, our Dutch newsprint
mill, has been approved for the Nor brand. [t
now produces Nornews.

The approval process at Norske Skog
Parenco made the entire mill organisation
focus far more than before on customer
requirements, which improved competitive-
ness and forged the closer contacts with
customers which are vital for maintaining the
desired quality level.

1 i
SOUTH AMERICAN APPROVAL IN 2005
A Nor branding process was also initiated in'
2004 at the Norske Skog Pisa and Norske Skog
Bio Bio mills in Brazil and Chile respectively.
Improvement areas have been identified, and’
the process is due to be completed during 2005
with the implementation of the measures
found to be necessary.

These approval processes are expected to
enhance the competitiveness of our South
American products in their local markets and'
to consolidate the leading position we already
hold in this continent.
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TECHNICAL CUSTOMER SERVICE

Sharing knowledge
and technical support

As a global company, we see how important it is to share
knowledge. This experience benefits our customers.

A printer could be familiar with their local
technical customer service person, who
speaks their lalnguage and understands their
business. But they may be unaware of the
resources which this individual can access.

Each service person is backed by a global
team of people able to provide knowledge and
assistance. A recent problem in Europe with
press contamination was solved by infor-
mation from. Tasmania in Australia, for
instance. Distance is not a barrier with today's
communication technology.

Behind- the technical customer service
team stand professional logistics specialists
who can assist with any transport and ree!
handling problem or improvement, wherever
they arise in the process. A customer recently
used this expertise to design a new warehouse
for paper storage.

Norske Skog's Research & Development
group provides further technical support. 1t
recently developed a high-speed camera
which can be used to identify problems
relating to paper or the printing press. See
page 29.

The other resources which provide further
depth of support are the operations people
and the papermakers. In Norske Skog, we
know that efficiency gains can be achieved in

the papermaking process by studying and

eliminating problems at the printer.

In other words, behind every face seen by
the customer to be -providing technical
customer service in the press room is a world-
wide organisation. It can help to deliver the
right product and service and to support the
printing process so that the customer gets a
top-quality result.

Malket

M Norske skog beheves in-.
. developing industry knowledge to -
~helpimprove printing efficiency.
-We waork with other equipment and
. product suppliers to learn how to

.products are used We have joint
training programmes with ink and ~
press suppliers to assist such Iearmng
. and. knowledge sharmg

oo . R S

4
s o

~.. Norske skog is comm1ss{0nmg
anew print and press operations in:
“Grder to share cur knowledge and -
- ledrn with our customers about how *

to dehver the best results Doies

' I T
LN J " e

|rnprove the processes in- which.our -

Tackling the technical
challenges together

A Norske Skog customer was experiencing a
break rate on our paper which we regarded as
too high. So our technical customer service
team set up a data collection system to analyse
the root cause of the problem.

The customer collected the data for our
analysis, and our service specialists reported
back to technical customer service in order to
develop action plans for reducing the break
rate in this press room.

Our analysis led us to make improvements
on the press which turned out to be not
paper-related. It also highlighted some issues
with the paper reels, which were traced back
to our mill,

In addition, we discovered some issues in
our logistics chain and with reel handling in
the customer warehouse which were causing
damage that could have increased break rate.

Together with the customer, we took
action to eliminate the identified issues and
noted improvements in the runnability
statistics,

But the technical customer service team
was still unhappy with the break level. The
next move was to install high-speed cameras
on a position on the printing press that our
data had shown was a possible problem area.
These cameras have been designed by our
research and development group.

We again identified paper and press-proce-
dure problems relating to paste patterns for
splicing one reel to the next. Through a
thorough analysis with the customer, followed
by @ structured problem-solving session, we
planned detailed action both at the mill and
on the printing press to improve operation.

This print site now has a much better
runnability performance, which makes both
the customer and we at Norske Skog happy.

VISITING THE CUSTOMER: Harald Krammer from.
Norske Skog Bruck (technical customer service)
at Strohol Druck in Austria. The day he visited,
they were printing on paper from Norske Skog
Golbey, France.
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Products

This averview presents the complete product range, with name, appropriate printing methods and production site(s).

.
4

Nornews Newspapers toda dy must cover a broad range of adiivities, and must present them in new ways to new-
readers. Norske Skog's Norews brand isa high-quality newsprint product récognised for its excellent printability and

. runnability charactesistics. It is suitable for use on al types of cold set newspaper printing presses. Newsprint from
Norske Skog is manufactured at 12 production ufiits around the world using a combination of virgin and recycled fibres.

Norske Skog's directory paper is produced in Australasia and South America. This is a lightweight paper
with good sheet strength aimed at achieving exceptional press performance whilst still providing the opacity and bright-
ness required to attain superior colaur reproduction - including sharper. four colour images.

Norbrlght The Norbrrght range offers higher brightness properties and an enhanced printed 4 image compared to
‘newsprint. These products are especially well suited to cold set web offset, aIthough they can also be used for heat set,
The paper. achieves its higher performance charactenstrcs through the -use of modern twin wire paper machines, and
enhanced thermomechanrcat pulping processes. . . s .

Norstar Norstar has been specifically developed 10 assist the prrnter to maxrmrse the cotd sat web oﬁset quality.
. As aresult of reduced dot gain and improved-ink hold-out, half- -tone reproductron is lear and sharp, itcanlead toa .
<old set web offset printing result that approximates: that of heat set web offset.. - '
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Norbook Norske Skog offers book paper in several varieties of brightness, shade, thickness and basis weights to meet
the need of book printers and publishers. Our Norbook products are characterised by a stict approach to shade contro!
and caliper stability for the given substance. The furnish is 100 per cent thermomechanical pulp {TMP), and producuon can
be adjusted to meet the paper qoalrty demands of both cold set and heat set web offset printing.

Total glohal
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Norsc Super calandered {SC) is a high-quality uncoated paper suitable for magazines, catalogues and advertising -
material. By strict quafity control of raw materials and special fillers, we are able to preduce an SC paper espedially
designed for either rotogravure or heat set web oﬁset prmtrng In many cases, these SC products are a good alternative
to coated publishing grades. . .

Norset Machine finished coated (MFC) is-a high brightness film-coated publication paper with a unique combination of

-
o

g bulkiness and good printability in heat set web offset. The combination of thermomechanical pulp and a small amount of * ,
2 high efficient filler result in a bulky and stiff base sheet. This combined with on-machine film coating and soft calendaring !
§ ; to optimise surface and paper strength. _ . ] ] : !
I ‘ . !
) . i
.g ‘ N - . 5 - v

g ; Norcote Lrghtwerght coated (LWC) paper is produced in several varrants with standard and improved brrghtness Ievels'
= gloss or matt finish and a 'wide selection of basis werghts for prrntrng magazines, catalogues, promotion materrals and - !
e other commercral literature. The physical qualrtres of the paper, rncludrng uniforni web prof le and high wrndrng quahty .

= § make the product range truly easy to handle S S A N . £ .
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PRODUCTS

A ii Newspr:nt

Nomews

Newspapers
Free-sheets
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Supplements

Cold set web offset
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Asia took over the driving seat in 2004 as the region L
with the biggest demand for newsprint, and will retain |

that positionlin 2005. The Hebei mill in China will
tnple capacity in China for PanAsia.

Leading position

in Asna

l

rognosns from RISI shows that Asian

newsprmt consumptlon can increase

by 3.9 per cent this year, or 440 000

tonnes. China expects an annual
growth of eight per cent up to 2010,

J.CHINA — AN'ECONOMIC SUPERPOWER

Pan Asia Paper Company, owned 50 per cent
by Notske Skog, is the biggest newsprint man-
ufacturer in Asia outside Japan.

In addition to two mills in Korea and one
in Thailand, PanAsia is very well positioned in
the Chinese market, It has a paper machine
operating in the Bao Shan district near
Shanghal, while a new mill in Hebei province
280 kilometres south of Beijing will be ready
during the second half of 2005 te start pro-
ducing 330 000 tonnes of newsprint per
annum. This will be ithe biggest. paper
machine in Asia, and triples capacity in China
for Norske Skog's subsidiary.

Construction of the’ Hebei mill is on
schedule and to budget. Recruitment and
training of its workforce is in full swing.

HIGH STANDARDS

PanAsia sets high standards for health, safety,
the environment and social responsibilities.
The position is no dlfferent in China. Its
Chmese mills are subject t to the same environ-
mental norms as the rest of the company.
Health and safety for the ‘workforce also have
a high priority.

, The company takes its leadmg position in
the Asian paper industry seriously. This
means safeguarding the rights of its employ-
ees and contributing to s.:ustainable develop-

ment for the local communities where
PanAsia has operations and its employees live.
China has become the world's biggest manu-
facturing country, and is developing into one
of its largest consumer markets. Major infra-
structure projects . have been pursued at a
rapid pace, helping to drive economic
expansion. The country is also on the offen-
sive with investment abroad.

The Chinese economy has been expanding
for a long time, with value creation quadru-
pled over the past two decades. Analysts
believe it will quadruple again in the next 20
years if the plans laid by China's government
come to fruition.

SUPERPOWER

China has become the world's sixth largest
economy - in other words, an economic
superpower. it is hard to imagine what former
Chairman Mae would have said if he could
see today's strong shift towards a market
economy. China is also America's third largest
trading partner, and the leading source of the
US foreign deficit. That has a negative effect
on the dollar exchange rate. China and other
Asian countries are buying US securities to
prevent their own currencies strengthening
against the dollar,

A substantial contribution to China's
progress is being made by its membership of
the World Trade Organisation {WTQ), which
provides easier access to markets in other
countries. The Chinese are extremely compet-
itive, with virtually unlimited access to cheap
labour. The workforce increases by 10 million
people per year. All the same, China has a

|

labour surplus of about 160 million people. 5

HEATED ECONOMY
Economists feared in 2004 that the Chmese
economy would become overheated, and the
government took steps to avoid that These
included the decision to curb domestlc
demand, reduce public-sector infrastructure
investment and slow down the pace of capital
spending by industry. '

The goal was to reduce the growth rate
from 9.3 to 8.5 per cent. But that was no sim-
ple task. While other countries struggle to
attract investment, the Chinese have the
opposite problem. New investors are knock-
ing on the door.

GROWTH CO5TS

From a western perspective, China offers
many challenges. Economic growth is uneven-
ly distributed between people and regions. The
threat of social tensions is great,’ and the
authorities enforce strict policies to prevent'
rural dwellers moving to the big cities. !

The country's expansion is also 'challeng-,
ing a sustainable development of natural
resources and putting pressure| on the
environment, Increased consumption and

pollution in China could havje g!obal:

consequences.

Although personal freedom in Chma hns
increased greatly over the past 20 years, few
signs indicate any changes in today's s
centralised form of government‘ Human

rights remain an important issue, as does the F
freedom of religion, speech and organisation, | :

and the rights of women and minorities. !
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Production

Europe

Norske Skog’s European mills delivered 3.6 million

tonnes of newsprint and magazine paper in 2004.
This was the largest volume ever, and reflected
growth in demand for the company's products.

DEMAND UP FOR NEWSPRINT
Demand for newsprint and improved grades
increased by six-seven per cent in Europe dur-
ing 2004, with the biggest rise seen in east
European countries. Growth for improved
grades, which account for about 20 per cent of
total tonnage, was 12 per cent.

Newsprint prices in Europe decreased by
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three-four per cent at the beginning of 2004
in connection with annual negotiations.

Total deliveries from the European indus-
try, including exports, rose by 7.6 per cent
from 2003. Newsprint exports by producers in
Europe increased by three per cent. Prices in
export markets developed positively, improv-
ing by nine and 24 per cent respectively in the
USA and Hong Kong.

SLIGHT DECLINE FOR SC PAPER PRICES
Demand in Europe for uncoated magazine
paper (SC) rose by three per cent in 2004,
European prices declined by about the same
percentage during the first quarter, but
remained stable for the rest of the year.
However, US prices increased by nine per cent
during 2004,

The European industry increased maga-
zine paper deliveries, including exports, by 5.5
per cent from 2003, Norske Skog's deliveries
declined slightly over the same period because
production of uncoated paper at Norsk Skog
Parenco was phased out towards the end of
the year.

Exports from Europe declined by three per
cent from 2003, primarily because of reduced
sales to North America.

BIG RISE IN CMR EXPORTS
European dernand for coated magazine paper
(CMR) increased by six per cent in 2004.
Prices in Europe decreased by about four-five
per cent during the first half, but remained
stable for the rest of the year. Improved mar-
ket conditions in the USA pushed prices up by
about four per cent from 2003.

Exports from Europe continued to expand
strongly, and grew by 18 per cent compared
with the year before,

CAPACITY UTILISATION IMPROVED
Norske Skog's European mills produced a
total of 3 604 000 tonnes of publication paper
in 2004, a 4.4 per cent increase from the year
before which reflects the strong demand in

EUROPE

Europe. Productivity improved by a marginal
one per cent from 2003,

Six of Norske Skog's nine European mils
set production records in 2004, A newsprint
output of 600 130 tonnes made Norske Skog
Golbey the first mill in the group to produce
more than 600 000 tonnes in a single year.
These records reflect a large number of pro-
duction days, high productivity and a strong
focus on continuous improvements.

STABLE RAW MATERIAL MARKETS
The market and prices for recovered paper
were somewhat more stable in 2004 than in the
two preceding years, Measured in euros, the
average price was marginally down from 2003

As a big consumer of electricity, Norske
Skog is covered by long-term power supply
contracts in Norway, The Norwegian electri-
city market was more stable than in 2003.
Thanks to a high level of production il'll
Norway, no large quantities of power were
sold in the market as a consequence of output
adjustments.

An open position will normally be main-
tained in the rest of Europe, with contracts
covering about 70 per cent of its require-
ments, depending on market prospects and
the hedging sought. The average electricity
price was higher than in 2003. .

Globally, the price of market pulp rose by
16 per cent in 2004, and was USD 620 per
tonne at 31 December.

Roundwood prices in Europe and Norway
were stable in 2004. The Norwegian position
is still such that Norske Skop cannot meet its
roundwood requirements from domestic
sources, and must accordingly import sub-
stantial quantities. . '

CONTINUQUS IMPROVEMENT
The Improvement 2003 programme was
completed and delivered the planned results:
Druring the last part of 2004, attention focused
on establishing structures to support further
work on continuous improvement.
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HIGH TEMPO: Norske Skog Golbey, France is the first of the company's mills to preduce more than

600 000 tonnes in a single year.

Investrnent in enhancing .the quality of
paper from PM6 at Norske Skog Saugbrugs
and PM4 at Norske Skog Bruck was com-
pleted as planned, and has yielded the positive
results expected.

CONTINUED DOWNSIZING AND
GOOD COOPERATION
Norske Skog's European operations had
about 4 731 employees at 31 December, of
whom about 50 per cent worked in Norway.

The corresponding figure a year earlier was
5 137. This downsizing is in line with the
plans laid as part of improvement 2003.

[mproved demand in Europe meant that
the mills there largely avoided lengthy pro-
duction shutdowns and lay-offs. Necessary
market adjustments were utilised for mainte-
nance and training. A number of operators,
for instance, participated in the Norske Skog
Academy and the Papermaking programme,
See page 69.

i
‘

In addition, a number of managers took
part in the Leadership in Norske Skog {Lens)
programme, See page 68.

The European works council had one
meeting, which focused on development
measures for employees and a longer-term
approach in the company's staffing and
recruitment policy.

A new works council agreement covering
units in Norway was concluded with all the
unions in 2004 to ensure improved consider-
ation of issues affecting employees at more
than one entity. Jan Vidar Grini from Norske
Skog Union was elected to chair the council. -

QUTLOOK
After many years of constantly falling prices,
clear expectations now prevail that this trend
will reverse in 2005. All the signs are that
demand is rising in Europe, which has seen
not only price increases but also moderate
capacity growth.

Norske Skog's electricity purchases in
Norway will be made frem 2005 under new
long-term contracts with Statkraft. These
ensure that power prices remain favourable
compared with most other countries, while
nevertheless involving some increase in costs.
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South America

South American demand for newsprint increased

by nine per cent compared with 2003 as a result
of good economic progress for the continent.

POSITIVE MARKET DEVELOPMENT
South American newsprint markets grew
strongly in 2004 as a result of improved eco-
nomic conditions in the region. Demand
totalled about one million tonnes, up nine per
cent from the previous year and easily outper-
forming regional growth in gross domestic
product (GIXP),

The two largest markets, Brazil and
Argentina, grew by four and seven per cent
respectively. Other markets also expanded
strongly, with Venezuela accounting for a sub-
stantial part of the improvement.

Brazilian growth primarily reflected in-

creased advertising. Newspaper ad linage grew
by six per cent from 2003. Circulations
expanded by a modest one per cent. In the
final quarter, however, circulation was four per
cent higher than the year before.

Norske Skog consalidated its position in
the region, following the termination of the
Klabin joint venture in 2003. Market share
remained stable as the company sourced paper
from its European mills to serve its customer
base.

Newsprint reference prices in the region
continued to develop positively in 2004,
increasing by more than 10 per cent during the

SCUTH AMERICA

year and outperforming newsprint price rises
in North America. .

The South American telephone directory
market remained weak. Norske Skog reduced
sales to this segment during the year owing to
its lower profitability relative to ‘newsprini.
However, prices began to recuperate during
the second half. Sales of improved'newsprint
grades again grew strongly, rising 30 per cen:t
from 2003,

PREFERRED SUPPLIER,
According to the independent annual New-
sprint for Newspapers survey conducted by

FRONT COVER PAPER: Leading Santiago newspaper E|l Mercurio always uses paper from Norske $kog Bio Bio for its front page and colourful Sunday supplements.
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SOUTH AMERICA

BIG CUSTOMER: Norske Sk'og is a preferved
newsprint supplier in South America,

the US-based MGT reseaech company, Norske
Skog is the preferred newspnnt supplier in
South America.

HIGH PRODUCTIVITY
Norske Skog's South American operations
produced a total of 295 511 tonnes of uncoat-
ed groundwood paper, two per cent up from
2003. Norske Skog Bio Bio in Chile set a new
production record, increasing its output by 1.1
per cent from the previous record in 2003.

Productivity rose overall by three per cent
from 2003, reflecting a consistent focus on
process stability and initiatives to reduce paper
losses. Average capacity utilisation was 98 per
cent. .

The most significant investment project in
South America was the first stage in the TMP
upgrade for pulp quality and capacity at
Norske Skog Pisa. This work will be concluded
in the first half of 2005.

INCREASED OPERATING COSTS
Despite delivering adequate operating mar-
gins, the Scuth American business found
increased prices affecting some of its operating
costs during 2004.

Brazilian electricity charges rose by 16 per
cent in the local currency, primarily owing to

an adjustment in distribution tariffs set by the
national regulatory agency. Power costs in
Chile were up by six per cent, mainly because
of higher gas prices.

Wood costs in Chile increased by more
than 10 per cent. The local wood market has
been very active, owing to the development of
important pulp-producing projects by the
main forest product companies

The strengthening of the Brazilian real and
the Chilean peso by six and 11 per cent respec-
tively against the US dollar over the year also
had a strong negative impact on input factors
denominated in local currencies.

IMPROVEMENT 2003 DELIVERED
MORE THAN EXPECTED
Improvement 2003 generated savings for 2004
estimated to be 27 per cent above the original
target. The main initiatives which contributed
to this result included sourcing of paper from
Europe to replace output from the joint ven-
ture with Klabin, and a reduction in days of
sales outstanding {DSO). In addition come
improvements to the order management
process, regional procurement initiatives, and
reduced labour costs from the continuous
implementation of a new organisational

model in the region.

HUMAN RESOURCES
AND THE ENVIRONMENT
2004 was not a good health and safety year for
Norske Skog in South America. Even though
the lost-time injury value was the best ever,
Norske Skog Bio Bio had a death accident in
June. Norske Skog Pisa completed 588 days
without lost-time injury in 2004,

Both mills are now certified to the OHSAS
18001 and ISO 14001 standards, covering
health and safety and the environment respec-
tively.

QUTLOOK
Newsprint demand is expected to continue
growing in 2005, reflecting the positive devel-

i
L

and the continued recovery of the advertising
spend. Prices should go on movmg up, and
slightly outperform ’ price increases to be
implemented in the North American market.

The major uncertainty in the development
of raw material costs will be the behaviour of
the Brazilian real and the Chilean peso agamst
the US dollar.

Norske Skog is studying the possibility of
building a new newsprint machine at Norske
Skog Pisa. Realising this project would mark
the first step in a further development of the
company’s leading position in South America,
and would support its efforts to dellver on its
main strategic targets,
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Australasia

Australia and New Zealand again experienced strong economic

AUSTRALASIA

growth during 2004, and demand for newsprint and magazine
paper rose by more than eight per cent.

SOLID YEAR OF DEMAND GROWTH
Following a Buoyam 2003, stronger than
expected national economies meant that both
Australia and New Zealand enjoyed another
solid year of demand growth in 2004.
Publication paper demand increased overall
by eight per cent as both countries benefited
from a strong retail sector and new vehicle
markets. Magazine grades grew by 18 per cent,
with retail flyers/inserts proving particularly
attractive,

Demand for newsprint and associated
grades increased by four per cent, reflecting
strong growth in display and retail advertising
{up 11 per cent). Classifieds experienced a
moderate rise of five per cent.

No downtime was taken at the Australasian
mills, but the high level of demand meant a
small reduction in market share as imports
increased to fill the supply gap.

Pricing was heavily affected by the strength
of the local currencies. The New Zealand price
was down by four per cent from the start of
the year and Australia’s contract pricing
mechanism resulted in a seven per cent
decrease at | July.
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INVESTMENT: Machine operator Michael Quinlivan
at Norske Skog Albury in Australia can look forward
to an expansion in PM1's production capacity.

MAINTAINING PREFERRED
SUPPLIER STATUS

The annual independent customer satisfaction
survey resulted in a record rating for the sixth
consecutive year. Particularly pleasing was the
significant increase in the position of Norske
Skog Australasia compared to competitors,

This continued improvement was driven
by such factors as enhanced technical support,
with further geographic dispersal of technical
service staff - including several based at cus-
tomer sites - as well as additional gains in on-
time delivery performance throughout the
year. Norske Skog Australasia also improved
product consistency and expanded customer
intimacy initiatives. Last but not least, highly
developed account management structures
and processes as well as ongoing market devel-
opment support backed the improvement.

IMPROVED PRODUCTIVITY
Productivity continued to improve in 2004,
with production totalling 880 662 tonnes - an
increase of 19 385 tonnes from 2003. This

result means that Australasia has ‘increased
productivity by 5.2 per cent over the past two
years. Achieved withou significant rebuilds to
any of the production assets, that performance
underlines the benefits of pursuing continu-
ous improvement in all parts of the business,

Efficiency at Norske Skog Albury was B6.5
per cent. That represented a decrease from 89
per cent in 2003, primarily owing. to pitch-
related operational issues in the mldd]e of the
year. The mill returned to 88.6 per cent and 89
per cent respectively in the two final penods,
following management action to deal with
these issues, ‘

Norske Skog Boyer improved producuon
by 10 889 tonnes in 2004, or 3.9 per cent. This
represented the 10th consecutive year of pro-
duction records at the mill.

The productivity improvement continued
for Norske Skog Tasman, but at an accelerated
pace, and it achieved a combined improve-
ment of 17 780 tonnes over 2003, Both PM2
and PM3 improved significantly.

IMPROVEMENT 2003
DELIVERED RESULTS
Improvement 2003 continued to deliver
results in the Australasian regton, with annual
targets exceeded during 2004. This was
achieved through the ongoing introduction of
new and often innovative margin-enhancing
initiatives, and a clear focus throughout the
region on achieving activity milestones in all
parts of the operation. ' I
Norske Skog Australasia realised margm
improvements totalling more than! AUD 90 .
million over the two years to December 2004,
helping to offset the impact of declining
newsprint prices over this period. A continual
focus on cost reduction and margin |mprove-
ment remains a critical factor in this region s

newsprint business.

RESTRUCTURING ON SCHEDULE '
The restructuring project in Australasia was
approved in June 2004. [ts key elements include
increasing the capacity of PMI at Norske Skog
Albury, PM2 and PM3 at Norske Skog Tasman,

20
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AUSTRALASIA

IMPORTANT J0OB: Continuous maintenance of the production machinery is essential for paper quality.
Pracess operator Ron Wornes at Norske Skog Albury,

and retiring PM1 at Norske Skog Tasman.
Once completed, the project means additional
capacity close to Australian customers and
fewer tonnes shipped from New Zealand to
Australia. That will result in lower delivered
cost, fixed costs and distribution costs, and in
higher customer service levels.

The various project phases will be commis-
sioned from mid 2005 to early 2006.

PEQPLE IN FOCUS

The health and safety performance at all the
sites was outstanding in 2004, and Norske
Skog Australasia achieved a lost-time injury
frequency of zero for the first time.

in February, Norske Skog Bover was award-
ed the Norske Skog's President's Award for
Health and Safety for 2003. This award is pre-

Production |

sented annually to the Norske Skog mill which
has made the most significant progress in
improving its health and safety performance
over the previous 12 months.

Two regional employee forums were held
during 2004. Norske Skog Albury hosted one
of these meetings on site, which enabled
greater participation by mill employees.

Two significant training and development
programmes were initiated in 2004, The first
of these saw 28 employees successful]y com-
plete the Leadership in Norske Skog (Lens)
programme (see page 68). In the second ma;or
initiative, 21 employees started the Paper- ‘
making programme (see page 69) dmgned to '
develop high levels of expertise among key
operating personnel at the mills.

3
QUTLOOK
The economic cycle is expected to peak in the
first half of 2005, with more modest growth
forecast for the following two years.

The newspaper market is expected to
maintain stable circulation overall, with adver-
tising growth pushing total pagination/usage
to another high in 2005,

Publisher efforts to maintain readershlp
and attract still more display and retail adver-
tising are expected to result in greater use of a
wide range of grades in newspapers and news-
paper magazines. Magazine-grade demand is
also expected to stay buoyant, with retailers
fighting for market share in an environment
with slightly slower overall retail growth. The
steady increase in North American ;;ricing for
most paper grades is likely to be largely offset
by the strength of the local currencies, leaving
domestic prices little changed. 1

I

Annual teport 04

I
2003 ;2_002
' Operating !evenue - U A
* NOK mill . ) 194 4030 4 3867
. Operating eamings PR RS
CNOKmill . =« 406 4557y - 546
-Operating maigin (%) - 9.7 . 113 .43
LT, aAe T P |
N



PanAsia Paper

Apart from South Korea, the whole of Asia experienced an increase
in newsprint demand during 2004. Prices varied sharply, but gener-

ally rose across the region.

NEWSPRINT CONSUMPTICN UP
About 69 per cent of PanAsia's total 2004
deliveries went to its domestic markets in
China, Thailand and South Korea. China and
Thailand experienced robust newsprint con-
sumption growth. However, South Korean
consumption continued to decline and fell by
8.1 per cent. This decrease mainly reflected
the weak domestic economy, which cut adver-
tising expenditure,

GROWTH IN EXPQRT MARKETS
Overseas deliveries of newsprint to the region
in 2004 declined from a historical high in
2003. The continued improvement in the
global balance between supply and demand
helped to tighten the regional newsprint mar-
ket.

PanAsia's key export markets experienced
healthy demand growth, with India up 10 per
cent, Hong Kong nine pef' cent and Taiwan 17
per cent. This improvement supported export
price rises corresponding to an annual
increase of USD 110-130 froim the last quarter
of 2003. Newsprint prices per tonne in China
and Thailand climbed to USD 550 and USD
535 respectively in the fourth quarter of 2004.
In Korea, domestic newsprint prices
decreased from USD 570 in 2003 to USD 545
owing to market conditicns.

Generally higher newsprint export prices
and larger sales volumes made a positive con-
tribution to the increase in PanAsia's operat-
ing revenue.

PRODUCTION
PanAsia's four mills produced a total of
I 394 340 tonnes of newsprint and other
publication paper grades, compared with
I 264 911 tonnes in 2003,

Reduced demand in South Korea required
production cutbacks of 69 231 tonnes.
PanAsia distributed a total of 432 511 tonnes
from its owners in 2004, compared with
506 851 tonnes the year before. The reduction
in shareholder sales allowed higher export
volumes from South Korea.

DEBT ISSUANCE PROGRAMME
PanAsia established a multi-currency debt
issuance programme in October 2004 target-
ed at financial institutions and investors,
About USD 100 million was raised in five-
year US dollar floating-rate notes and
Singapore dollar fixed-rate notes.

HEBEI

PanAsia increased its equity holding in Hebei
PanAsia Long-Teng Paper Co Ltd (HPLC) to
80 per cent in 2004. The remaining 20 per
cent is held by Hebei Longieng Paper
Corporation, an investment company owned
jointly by Hebei province, the city of
Shijiazhuang and Zhaoxian county.

The mill is due to be completed in the
third quarter of 2005. It will have the largest
newsprint machine in Asia and the third
largest in the world, with an annual produc-
tion capacity of 330 000 tonnes.

HUMAN RESOURCES, ORGANISATION
AND THE ENVIRONMENT
PanAsia had 2 26! employees by 31
December. The lost-time injury frequency per
million working hours was 0.5 in 2004, which

is world-class.

The company maintained high standards
of quality and environmental excellence in its
mill operations. Its environmental and safety
management systems were continuously
developed and imptoved to reduce emissions
to the air and effluent discharge in line with
changing environmental regulations.

OUTLOCK
The regional economy of the Far East is
expected to continue growing during 2005,
although at a more moderate pace.

The recent earthquake and tsunamis in the
Indian Ocean are expected to have a minor
negative impact on regional growth, and then
only in the heavily-affected countries of
Indonesia and Sri Lanka.

Newspaper pagination in Asia, with the
exception of Korea, will remain healthy as a
result of continued increases in advertising

ASIA

Malaysian
Newsprint
Industries

MARKET AND PRODUCTION
Malaysian Newsprint Industries (MNI) com-
petes mainly in the domestic Malaysian market.
The selling price of newsprint continued to
strengthen throughout 2004, but this gain was
partially offset by a significant increase in ener-
gy costs as well as rising prices for recovered
paper, chemicals and machinery parts.

The domestic market grew over the year,
supported by the start-up of two new tabloid
papers, increased pagination and newspaper
advertising. Total sales in 2004 were 232 070
tonnes, compared with 243 215 tonnes the pre:
vious year, : :

Although MNI incurred a financial loss for
the full calendar year, the company returned to
profitability in May,

In July 2004, the paper mill was shut down
for nine days to carry out an upgrade of the
pressection. This resulted in a significant reduc-
tion in paper breaks and an increase in average
operating speeds on the paper machine.

L

HUMAN RESOURCES .
AND THE ENVIRONMENT
MNT employs 350 people. The mill suffered two
lost-time injuries in October 2004, which ended
a record injury-free period of 544 days.

All environmental parameters were within
the limits set by the authorities. MNI successful-
ly completed an external audit pursuant to
acquiring IS0 14001 certification, which will be
achieved in early 2005.

QUTLOOK FOR 2005
Newsprint prices in the region should continue
to move up during 2005, combined with good
and stable demand. Results for 2005 are thereby
expected to imprave.
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NORTH AMERICA

NorskeCanada

NorskeCanada can report better results for 2004 as a consequence of higher prices
for paper and market pulp and the company’s improvement programme.

GROWTH IN SPECIALITY PAPER
-NorskeCanada's strategy of growing its posi-
tion as a producer of specialty papers was
maintained during 2004, with a stronger sales
volume of | 115 500 tonnes and average sales
revenues up by CAD 6 per tonne, net of for-
eign exchange adjustments, to CAD 930 per
_tonne,

Across the board, transaction prices for
‘lightweight coated, uncoated groundwood,
telephone directory and kraft paper rose in
‘response to increased demand.

NorskeCanada pursued new business
‘opportunities, Sales of these papers, which
serve the magazine, catalogue and insert cate-

gories, now account for 65 per cent of the’

company's paper revenues,

Newsprint markets remained lacklustre in
2004, with inadequate pricing and stagnant
demand - particularly in North America. Sales
volumes for newsprint declined by 1.8 per cent
to 754 000 tennes as the company directed
freed-up capacity towards specialty papers.

In the pulp business, market volatility - pri-
‘marily driven by the periodic entry and exit of
Chinese buyers - yielded an uneven perform-
ance despite higher average prices. Overall
pulp production was down from the previous
year as a result of a boiler rebuild project at Elk
Falls, which included the permanent closure of
an older recovery boiler and one pulp line.
However, efficiencies gaihed from the project
and lower in-house requirements for kraft
pulp in papermaking operations owing to
process improvements will free up more pulp
for the market in 2005.

CONTINUED IMPROVEMENTS

For the third consecutive year, NorskeCanada
surpassed its performance improvement tar-
get to achieve new cost/margin benefits
totalling CAD- 103 million against a target of
CAD 90 million in 2004. Since the original
inception of this programme, the company
has driven out costs or improved margins
through other innovations and has effectively
closed the gap between the company and its
primary North American competitors. It has
been crucial in helping NorskeCanada to
guard against larger losses during the
depressed economic cycle of the past three
years.

. Severe currency fluctuations had a signifi-
cant negative impact on NotskeCanada's
financial performance in 2004. Although mit-
igated by the company's currency hedging
practices and accounting benefits derived
from the translation of debt denominated in
US dollars, foreign exchange losses overtook
the gains made as commodity prices for pulp

and paper products began to recover.

FEWER LOST-TIME INJURIES
The company cut its lost-time injuries by 15
per cent in 2004, and the severity of individual
injuries was markedly reduced.

LIGHTER ENVIRONMENTAL FOOTPRINT
NorskeCanada continued to lighten its foot-
print on the environment in 2004, reporting
ongoing reductions in its emissions to the air
and discharges to water.

The company has steadily reduced its

‘greenhouse gas emissions by replacing fossil

fuel with biomass. By 31 December, these
emissions were 67 per cent down against tar-
gets established by the Kyoto protocol.

Over the past two years, NorskeCanada has
pursued an aggressive water conservation pro-
gramme and has reduced the volumes used in
its operations by nine per cent. The company
continues to be recognised for its contribu-
tions to the broad sustainability movement,
and is an active partner and supporter of the
World Wildlife Fund, the Climate Group,
Metafore and Canadian Business for Social
Responsibility.

In late 2004, NorskeCanada, Office Deport
and PricewaterhouseCoopers jointly announ-
ced @ new, independent chain-of-custody
system to help customers make third-party
claims about the certified fibre content of their
products.

QUTLOOK

Barring extraordinary events, NorskeCanada
expects 2005 to be a stronger year. The contin-
ued expansion of the North American econo-
my will have a positive impact on the specialty
papers business, which the company will con-
tinue to develop. Market observers are opti-
mistic that price recovery trends now under-
way will continue to gain momentum, partic-
ularly for uncoated grades. Pulp is expected to
benefit from stronger demand in the USA,
Europe and certain Asian countries.

A view is emerging that newsprint, while
still growing globally, has reached mature
business status in Canada and the USA.
Although the statistical evidence suggests a
gradual long-term decline in North American
newsprint sales, it may take several years to
confirm that this also represents a structural
change in the segment itself. Meanwhile,
NorskeCanada announced in December 2004
that it will indefinitely idle the company’s least
profitable paper machine. The net impact will
be a reduction of 140 000 tonnes in annual
newsprint capacity. Despite this, the company
will still have significant capacity available to

Production

!
IMPROVEMENTS: NorskeCanada is making big
efforts to reduce costs and improve profit margins.
Its Crofton mill stands on Vancouver Island.

allow it to participate fully with the optimal
customers in North America whom it can best
serve. NotskeCanada is also well prepared to
take a stronger position in the fast-developing
economies of Asia as demand dictates.

Looking ahead, the company will continue
to focus on its ongoing performance improve-
ment initiatives. A new performance improve-
ment target of CAD 80 million has been set
for 2005.
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The world of
Norske Skog

NORTH AMERICA 3
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Position Norske Skog is a world leading producer of
newsprint and magazine paper, with 24 wholly and
partly owned mills in 15 countries on five continents.
Its mills and sales network confer a unique pasition,
Local presence and knowtedge combined with Norske
Skog's global strength distinguish it from other paper
companies.

The wortd market for newsprint and magazine
paper is about 60 million tonnes, and the group has
about 13 per cent and 8 per cent of these segments
respectively. The groups operating revenue in 2004
was approximately NOK 25.3 billion. If Norske Skog's
whally and partly owned mills run at full capacity, a
single day's production would circle the world seven
times with a strip of paper 1.6 metres wide.

Vision, goal and strategy Norske Skog is recog-

nised as a world leader in the paper industry. The goal
is to deliver the best shareholder value in the industry,
To reach this objective, the company has opted to be a
low-cost praducer, pursue profitable growth and focus
on its core business, newsprint and magazine paper.

Values All operations at Norske Skog are based on
three core values: openness, honasty and cooperation.
Its sucgess as a global company builds on cooperation
between different cultures and values,
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Tougher approach
gives results

Supply and logistics had a key place in Norske Skog's
Improvement 2003 programme. That was
hardly inappropriate when this sector is purchasing goods
and services for NOK 14 billion.

With savings of NOK 740 million, senior vice
president Ketil Lyng and his team have more
than met expectations - but he is nevertheless
ready for new efforts,

“It's important to focus on improving the
whole value chain by adoptmg new and differ-
"ent input factors and products freeing-up cap-
ital, seeking an optimal customer structure and
finding innovative distribution solutions,” says
Lyng. He makes it clear that his whole organi-
sation is proud of the results already achieved.

TOUGH DEMANDS

In many ways, a cultural shift has taken place in
Norske Skog's supply and logistics unit over
recent years. Those who have noticed this most
are the company's suppllers It has become a
tougher customer, which demands a lot more
from any supplier who wants a long-term rela-
tionship. Many have been replaced because they
failed to meet Norske Skog's demands for
reductions and improvements, whilst others
have stayed on-side and displayed great flexibil-
ity.

“We've clearly taken a tougher, professional
approach to achieve impr9vemenls," says Lyng.
“We now have fewer but larger suppliers on
long-term contracts. That also benefits them,
letting them accept risk and invest in us for the
long haul,

“This trend will conunue We must con-
stantly improve because that s what business is
about. Everyone involved must get better. That's
a process we all participate in, and those who
can't manage to improve and enhance the effi-
ciency of their own operation are out. That's
the attitude we take towards our suppliers.”

1

WORKING SMARTER
External pressures are unhkely to lighten in the
future. The challenge lies in identifying oppor-
tunities in areas whtch_alllow. Norske Skog to
improve at the pace it has maintained over the

past two years, Enhancing in-house processes
and working smarter will be equally impor-
tant.

Cooperation between the corporate centre
and the supply and logistics functions at
regional and local level was reinforced in 2004.
Thanks to that, global improvement opportu-
nities are now yielding results in the supplier
market as well as through in-house transfer of
experience and best practice.

The supply and logistics unit has taken
some solid steps forward in developing its
organisation. That was the principal focus at
the launch of Improvement 2003, and weight
has been given to expertise development. This
must also contine.

HAS ITS PRICE

Lyng was elected chair of the Federation of
Norwegian Process Industries (PIL} in 2004
and sits on the executive committee of the
Confederation of Norwegian Business and
Industry (NHO). He is convinced that Norway
must join the European Union, and notes that
Norske Skog's Norwegian mills depend on
equal competitive terms.

“Qur operations in Norway feel like a cork
bobbing on a choppy sea,” he observes. Norway
has a marginal economy and currency, and we
could easily become the victim of decisions
and developments which we can't influence to
any extent.” i

At the same time, Lyng notes, Norske Skog
is less vulnerable as a global company than if it
had been based solely in Norway.

“We have opportunities to exploit our
worldwide position both for capacity growth
and for access to low-cost input factors.”

CHALLENGES
The biggest challenge - and one which Norske
Skog shares with the rest of European industry

.- is the general level of costs in Europe. Next

comes a global challenge to secure supplies of

. fibre and energy.

NEW CHALLENGES: Senior vice president Ketil
-Lyng and his team are proud of what they have '
accomplished so far, but are ready for a new
commitment.

“We're close to a fine balance in the energy"
sector and between virgin and recycled fibre in .
Europe, where small changes in capac:ry and
demand are all it would take to disrupt thc
market,” says Lyng, .

“Russia has plentiful supplies of fibre, but
these are far from our mills. The energy and_
raw material position will be an mteresnng
future challenge. Within these areas, develop-
ments in North America and Europe are
already strongly affected by Chinese growth
Conditions are better balanced in South ‘
America and Australasia. We have good sup-
plies of South American fibre from fast-grow-
ing plantation forests close to our mills”

!

i

6

Annual report 04

P



SUPPLY & LOGISTICS

LYS-LINE:

b

Image strengthened
by Norske Skog

]
:

3

Norske Skog has grown into a global market
leader for newsprlnt, notes Magnus Larsen at
Norwegian paper shipper Lys-Line. "That also
heightens our lmage as a sub-contractor.”

His company has been transporting paper
from Norway to Europe for Norske Skog since
1969, and currlently serves the four Norwegian
mills. Products from these mills are shipped to
ports in the !UK Ireland and continental
Europe - Tilbury, Immingham, Dundee,
Belfast, Drogheda, Hamburg, Gent and Bilbao.

WIN-WIN COOPERATION
The volume of these deliveries has grown from
the start, and Lys-Line will ship 650 000 tonnes
of paper for Norske Skog in 2005. That is set to
reach 715 000 tonnes the year after.

‘ ‘Together, we've

worked our way
through difficult market
conditions and created
win-win opportunities
instead.

Despite growth and a long-term relation-
ship, the collaboration has also experienced
some tough pressures over the years, Larsen
notes, )

“We were told at several key moments to
reduce prices by five per cent or lose the con-
tract. Together, we've worked our way through
difficult market conditions and created win-
win opportunities instead.

“On the last occasion, we lengthened three
ships and used the extra capacity to reduce the
number of sallmgs from the Oslo Fjord. That
allowed us to take on shipments from Norske
Skog Skogn to ports around the North Sea.

Modifying the vessels and revising schedules
were a consequence of joint planning with
Norske Skog. This solution reduced costs for
both sides, and strengthened competitiveness.”

SPECIALISED
Lys-Line specialises in carrying forest prod-
ucts, shipping 2.5 million tonnes in 2004. That
included a million tonnes of paper as break
bulk, a million tonnes of containerised cargo
and 500 000 tonnes of bulk goods. Norske
Skog is by far the biggest single customer.

“Paper reels require a lot of care by the
logistics supplier,” explains Larsen. “The biggest
weigh more than five tonnes. Lifting them calls
for accurate setting of the gear and no more
than the necessary force, while making sure
they don't slip. Pressure in the lifting clamps is
measured weekly. Millimetre-sized distortions
in the reels can mean expensive breaks during
printing. The roundness of the reels must be
absolutely unaltered during transport, We
secure the cargo in the holds with rubber
padding and nylon straps. All bulkheads are
vertical to provide maximum support.”

Conducting liner traffic in the North Sea
depends on adjusting to natural forces, Larsen
says that the paper is shipped in specially-
designed sideport ships. Ten-tonne lifts and six
electrically-driven forklift trucks in the holds,
with the best paper clamps on the market, are
obligatory equipment. The logistics operation
calls for constructive dialogue with the cus-
tomer at every stage. Both are served by a long-
term perspective.

“I was responsible for Norske Skog at Lys-
Line from 1969 until the end of 2004,” Larsen
reports. “The people [ dealt with changed over
time, but we've always encountered positive
and well-qualified people whom it's been both
challenging and fun to work with. Norske
Skog's present position as a global market
leader presents us with new challenges and
opportunities.”

SPECIAL CLAMP: Magnus Larsen at Lys-Line is
pleased with the specialised equipment which
ensures careful handling of paper reals.

- EEEERE -

* I Facts about Lys Lme "

= 150 emp!oyees .
: Annual turndver about EUR 120 ml"lOI‘l
Opefates 12'ships® - '

30
based on a Imer operanon

: Estabhshed in 1969 N o »{.“

Delivers doof-to-doot logistical soluttons o

LA TR

Annual repor; 04



)

A winning team

The target quickly became clear when the groups from
. the Czech Republic and Norway met - they would join
forces to make Norske Skog Steti a winner.

But some misgl'vings were also present. Trond
Flaten, manage:lr of the Czech facility, says that
the Norske Skogs Research and Development
{NSR&D) untt had been known to take a
rather theoretlcal approach to practical chal-
lenges faced by ‘the mills. That was partly why
the researchers decided to try a more modest
approach.

“We're very, well aware of the importance
of establtshmg good relationships with the
mill commumty. 50 we can act as a united
force,” says pro;ect coordinator Hans-Erik
Hoydaht at NSR&D. “Looking back, we can
definitely say that we succeeded - together.”

A BIT HASTY
Norske Skog Steti has made admirable
progress since it became part of Norske Skog
in 1997, In late 2001, it was decided to market
its newsprint under the Nornews brand (see
page 10). '

“That decision was a bit hasty,” Flaten
admits. “It turned out that we were unable to
maintain the runnability requirements over
time. However, our printability has been
among the best in the market all along”

Due to the flood in the summer of 2002,
efforts to improve quality were set back by at
least six months, and were not resumed until
a year later.

REACHING THE TARGET
“When the project group from the mill and
NSR&D met for the first time, our goal was to
create a good and stable product which satis-
fied Norske Skog's requ1remems. explains
Heydahl.

Extra funds were allocated to NSR&D
under the Improvement 2003 programme to
help mills reach their goals. “We can largely
thank these resources for the gains made by
our Nornews Steti project,” says Flaten.

Once the go:ll had been defined, the initial
work consisted, ,mainly of forging a working
relationship between two different teams.

“One challenge was the language barrier,
but such problems can be solved if the will is
there,” says project manager Roman Mamula
at Norske Skog Steti. “It was more difficult to
find a functional and practical way to work
together”

TEAM WORK: By working together, this team
managed to overcome Norske Skog Steti's
quality problems. Front row from left: Hans-Erik
Haydahl, Tereza Engové, Zdenek Filip, Vidar
Wendel and Aanon Roring. Back row from left:
Terje Rian and Knut Roar Braaten.

QUICK RESULTS
“Besides team building, we were also very
interested in practical work,” adds Mamula.

“This has proved essential for the results
we've achieved already, and for future collab-
oration.”

The entire team was therefore involved
right from the start, and the first results came
in quickly.

Norske Skog Steti had also achieved
improvements before the project began by
removing defects caused by the calendering
and improving paper strength with the addi-
tion of sulphate pulp.

“However, it was clear that to achieve a
consistent improvement and satisfactory level
of guality demanded a review of the entire
production chain,” says Flaten, who is very
satisfied with the practical approach adopted
by the team.

“The main causes were quickly identified.
Solving them has naturally taken a bit longer,
but systematlc work and testing with help
from both in-house and external experts
mean that the end is in sight. We're getting
hardly any customer complaints and our
order books are filling up.”

USEFUL TO OTHERS
“By the end of the year, Norske Skog Steti

t

RESEARCH AND DEVELOPMENT

will have fulfilled all the requirements for pro-
ducing Nornews quality paper,” says Flaten.,
The knowledge gained from the Czech project
will be applied elsewhere, and the experiences
have been sa rewarding that the entire Norske
Skog organisation stands to benefit from
them in the future.

“A project such as Nornews Steti is also a
cultural effort,” says Heydahl. “It means
adopting the right measures and becoming a
proper team, It's zlmost fike football Success |
depends on your philosophy, communication,
attitudes and means, !

“Technical aspects are the most important,
but we mustn't forget the human factors.
That's the only way we can manage;to estab-
lish ownership and involvement, and collec-
tively reach the ultimate goal - in this case,
making Norske Skog Steti a winner.”.

Norske Skog Research &
Development is acttve
‘in seven areas:
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%
. K * ' l -
. LIRS : i .
= . PN

Quallty development - contmuously art
|mprowng the qualaty of exnstmg products

A

’ “ e
2." Process development optlmtsmg costs

o machme effmency and process destgn
and operatton . . L

3 Product devetopment searchmgifor
= *possible innovative products to meet = -
customer needs and i |mprove profrtabuhty
‘for the company ‘ ‘*, LoE
4 Customer suppon helpmg customers
L oto optlmuse thelr pressroom operatlons
5. Support and service — mternal suppor_t
.angd troubleshootmg at the mills -
- IS t .
6. Externat research management =
P maxlmlsmg the fetuin to the company
frorn payments 10 external researchers
. N : ".‘ .- .
7 Knowledge shanng - transfemng and ;
applymg know-how from one part of the. -
company o another . ’ .
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RESEARCH AND DEVELOPMENT

Troubleshooting with
the customer

Norske Skogs Research & Development unit (NSR&D)
helps customers to identify faults and achieve the best possible '

printing process.

CAMERA INSTALLATION

A good example of this is the installation of
on-line camera systems for monitoring and
eliminating the causes of web breaks in paper
mills and a number of pressrooms for
newsprint and magazine printing. The print-
ing technologies covered are cold-set web off-
set, heat-set web offset and rotogravure, with
the installations spread over seven countries
in three continents.

After a web break in either a paper
machine or a pressroom, it can take up to an
hour of lost production time before the sys-
tem is up and running again. That costs
money, so finding the .cause of the break is
important in order to take preventive action
which keeps production downtime as low as
possible. A video system can be a valuable tool
by making it possible to view the web just
before a break happens,

This solution has provided a lot of infor-
mation, both to Norske Skog as a papermaker
and to the pressrooms concerned. A large pro-
portion of web breaks in the latter occur dur-
ing reel splicing, and several have been able to
reduce this problem significantly with the aid
of the video data. That improves runnability
for all papermakers, not just Norske Skog, but
improving customer productivity also bene-
fits the company.

Production’

PAPER BREAKS: Camera monitosing can document paper faults and reel problems, making it easter for:
Morske Skog to solve such problems in cooperation with the customer.

The camera system has also provided
information about problem areas which call
for attention at the various paper mills. These
include paper flaws, reel quality problems
{such as mill joints} and transport damage.

In principle, the computerised system
works like a video recorder with an endless
tape. Typically, 20-60 seconds of video footage
for each camera are stored in the computer
memoty. When a web break occurs, the break
detectors in the paper machine or printing

press automatically alert the system, image
acquisition stops immediately and the images
are saved from memory to hard disk.

Most of the cameras used with a printing
press are installed in or near the reel stand,
preferably as close to the unwinding as possi-
ble. However, some installations also include
cameras placed further downstream in order
to see how web faults effects the producnon in
later stages of the process. '

Network of expertise

The Norske Skog Research and Development
(NSR&D) unit includes 60 staff in six depart-
ments worldwide. The unit, headed by vice
president George Carlberg, is located at the
Norske Skog headquarters in Oslo, Norway.

NSR&D maintains a large number of tech-
nical networks, both in-house and externally.
Their main purpose is to transfer and share
experience and technical knowledge, thereby
ensuring that best practice is followed and to
avoid re-inventing the wheel,

cooperation with the company's technical cus-
tomer service staff as well as suppliers of other
consumables - such as ink, fountain solution
and blankets - and printing press equipment.
It also works closely with external R&D

Manager féi

Australasia; Rob Jackson .. ¥ . .
Coating: Thomas Kraschitzer .~
Mechamcal ‘pulp:. Jan Hnli
Paper Klaus MEFUEI‘

+'tNorske Skog Boyer - -

institutes and universities, as well as with
Norske Skog units such as wholly-owned
mills, sales and marketing staff, supply and
logistics teams and other in-house specialists.

I
LO(B(IPI}I

‘Norske Skog Bruck; . . L.« -
. Norske $kog Saugbrugs L.,
i Norske $kog Saugbrugs’ R

A substantial proportion of the unit's work N )

. . . . P hi M f dK sl S ; h—“ . No k Sk B CkJ'N %e Skog F II o
is carried out at the interface with Norske rocess ¢ emlsw ahfred Kessler " | sske Skog Biu ?'5 g orogre o, e
. . , Runnabmty.fpnntablhty Bjarn K Thomassen‘ " No:ske Skog Umon P * ', _‘1 AL
Skog's external customers, usually in close | { Lt A 20N i
' 2
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A fresh look at linting

Linting of uncoated mechanical printing papers printed
in offset has been an important quality issue for decades.

A COMPLEX ISSUE

This problem usually manifests itself in the
build-up of deposits on the offset blankets,
which affect print quality and the operating
efficiency of the printing press. It is an
extremely complex issue, and the reasons - and
thereby the solutions - are not well understood
despite intensive research and development
efforts by many people over the years.

‘This is also reflected in the fact that the
problem comes and goes at regular intervals
for no obvious reason, 'and appears in one
pressroom but not in another when printing
with the same paper product under apparent-
ly similar conditions.

SEARCH FOR LONG-TERM SOLUTICN
The Norske Skog Research and Development
{NSR&D?} unit is therefore taking a fresh look
at this phenomenon. Practical answers are
being sought for the here and now, as well as

lasting long-term solutions based on a better
fundamental understanding of the mecha-
nisms invelved.

BROAD COOPERATION

External R&D providers - the Norwegian
Paper and Fibre Institute {PFI), the Swedish
Pulp and Paper Research Institute (STFI-
Packforsk) and Australia’s Cooperative
Research Centre for Functional Commun-
ication Surfaces - are contributing extensively
to the work through projects and
programmes financed wholly or partly by
Norske Skog.

This research effort is part of a large proj-
ect in NSR&D which began in early 2004.
Significant progress is being made, both with
fundamental understanding and in improv-
ing the linting resistance of Norske Skog's
products. New solutions will be tested and
implemented continuocusly.

New dyes introduced at
the Australasian mills

An opportunity to simplify global supply
agreements for dyes required close coopera-
tion between the three Australasian mills,
Norske Skog Supply & Logistics and Norske
Skog Research & Development {NSR&D).

SIGNIFICANT SAVINGS

The project started with initial laboratory
testing in Europe, followed by extensive lab
evaluations at each of the three mills, The lab
work and theoretical studies showed that each
mill in Australasia could use the new dyes to
achieve the required shades on all their prod-
ucts, and that significant savings could be
made.

With the technical work largely done, the
sales and marketing organisation swung into
action to assure customers that the changes
would not affect the shade of these products.
Neither the dye manufacturer nor the global
distribution company had any previous pres-
ence in the region. With the systems set up,
the first shipments of dyes arrived and within
hours the changeovers were initiated by the
product and process teams at the mills,

Implementation has been very successful,
involving the complete chain from the origi-

nal manufacturer of a chemical additive, dis-
tribution companies, many functions in
Norske Skog, and its customers.

UNDER THE MICROSCOPE: New dyes have been
adopted in Australasia.

RESEARCH AND DEVELOPMENTl

Press sampling kits
- a handy tool

To assist troubleshooting in pressrooms, the’
Norske Skog research and development
(NSR&D) unit has introduced a number of
press sampling kits throughout the Austral-
asian region.

Developed in consultation with the sales

and marketing organisation, they contain the
necessary equipment and detailed instruc-
tions for collecting suitable samples to sup-
port customers who may be experiencing
problems. The new kits have enabled NSR&D
to make further contributions to the strong
relationship between Norske Skog and its cus-
tomers.
Printing issues can derive from a number of
different sources. In many cases, the root
cause is not immediately obvious. Suitable
sampling procedures are needed when trying
to resolve these problems. Comprehensivé
sampling of all possible factors to ensure that
every area is covered will eventually lead to
identifying/solving the issue.

Samples of any scrapings, blanket tape
pulls, unwashed plates, reel stand debris and
the ink used are essential. A copy of the print-
ed newspaper showing the problem is also
required.

All Australasian product performance
managers and product support managers
have a kit The recent installation of addition:
al kits at various regional press sites allows
customers to collect samples even when
Norske Skog personnel are not present.

Australasian R&D
organisation also
certified

The European section of the Norske Skog
Research & Development {NSR&D} unit has
been certified to the 150 9001 quality assur-
ance standard for a number of years. NSR&D's
project management system, which follows the
basic structure of Norske Skog's‘completé‘
guide for managing and contro[lmg projects, 15
an integral part of the unit's quality assurance
system. [n 2004, the Australasian R&D depart:
ment achieved certification from Det Norske
Veritas for research, design and developmem
work within pulp and paper to the AS/NZS
9001:2000¢ ISO standard. The Australasmn
department has been working towards thlS
certification for the past two years, which has
involved implementing new procedures such
as document control, management reviews,
and auditing and non-conformance. This
work also has included a complete review of
existing procedures and documentation.
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PRODUCTION ;IAPACITIES

Production capacities 2005 (1 000 tonnes)

+
! |

t P

1
|

i

Wi tTotal

Country - . Newsprint " Other uncoated §CT. - LWC
. pape'!'s . P publicatkm paper-
Europe:
Norske Skag Skogn Norway 580
Maorske Skog Saugbrugs Norway 560
Norske Skog Follum Norway 130 145 135
Norske Skog Union Norway 115 150 ! |
Norske Skog Golbey ' France 810 ‘ '
Norske Skog Bruck Austria 120 55 i
Norske Skog Steti Czech Republic 130 : .
Norske Skog Walsum . Germany 445 ' '
Norske Skog Parerxo . The Netherlands 450 i {
Total Europe ! 2135 295 560 835 3825
Australasia:
Norske Skog Tasman New Zealand 380 50 ' '
Norske Skog Albury Australia 225
Norske Skog Boyer Australia 205 85 1 |
Total Australasia ] 810 135 945 |
South America: '
Norske Skog Pisa Brazil 185
Norske Skog BioBio Chile 60 65
Total South America 245 65 310 .
Norske Skog Canada Ltd.?
Crofton Canada 265 159 ,
Elk Falls . Canada 180 150 |
Port Alberni Canada 215 0 f
Powell River {anada 125 330 ! :
- Total Canada - 770 850 220 1840
_Pan Asia Paper Companﬁ Pte. Ltd.”
Pan Asia Paper Jeonju Republ. Korea 865 135 ,
» Pan Asia Paper Chongwon Republ. Korea 190
Shanghai PanAsia-Potential Paper Co., Ltd. China 145
Hebei PanAsia Loag-Teng Paper Co., Ltd. China 330 .
Pan Asia Paper Sing Buri ' Thailand 125 !
" iTotal Pan Asia Paper Co Pte. Ltd. 1 655 135 1790 !
R ]
'Malaysian Ne\'lvsprim .
*Industries Sdn. Bhd. " Malaysia 250 250 .
1
. Grand total 5 865 1480 560 1055 § 950
Exdl. 50% Pan Asia 5 040 1415 560 1055 " 8065 I
Based on legal awnershup 4 330 810 560 900 6 600 .
I) Newsprint capacity is based on 45 g/m” in Europe and Asia, and on 48.8 g/m’ in other ragions :
12) Capaity for NorskeCanada included 100%; Norske Skog owns 79.4 % of the company. NorskaCanada producas in addition 130 000 tonnes of kraftiiner and 500 000 toanes of market pulp. |
3) Capacity for PanAsia included 100%; Norske Skog owns 50% of the company, PanAsia owns. 56,1% of Shanghai PanAsia- Potential Paper, PanAsia ownes. 83 per cent of Hebei PanAsia Long-Teng Paper Co. Ltd.
The mill is under construction, 2nd will start operations in Znd hall of 2005, .
4) Capadity for MV induded 100%:; Norske Skoeg ows 33.65% of the company. .
+
i
I
!
)
|
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Beacon for sustainable
development

Progress is terribly slow, with problems growing faster than
solutions. The world has never been further from sustainable
development. It is taking the wrong course. But @ystein Dahle,
chair of the Worldwatch Institute, has never felt so positive.

am optimistic,” says this former senior

Norwegian oil industry executive.

“We've reached the point where it's no

longer enough o accuse others of not
doing enough for sustainable development.
We must make a personal contribution,”

Dahle has spent a generation trying to
combine industrial development with a burn-
ing commitment to the environment. He
finally had to give up his attempts to convince
the oil sector about the importance of accepting
responsibility and seeing opportunities for
sustainable development.

“l believe the paper industry has every-
thing you need to demonstrate sustainable
development across the beard,” he maintains.
“It's got renewable raw materials, recyclable
products and opportunities to focus primari-
ly on renewable energy. That gives it the best
basis for becoming a global showcase, an ideal
for all other industries, because it doesn't
consume more than the interest on nature’s
capital.”

CHALLENGING THE ECONOMISTS
The question then is whether industry's
fundamental driving force - a high return on
investment and capital - is reconcilable with
sustainable development,

Dahle sees that a kind of “cultural
revolution” is needed. [ndustry’s prophets -
the economists - need te adjust their course.

. “They're steering in the wrong direction.
Economists aren't challenged enough. I'd like

to see a community strong enough to
challenge the 'religious' platform that the
economic experts operate on - growth,
growth and more growth. Naturally, I see the
conflict between a competition which is indif-
ferent and the intellectual understanding that
we can't continue as before. But it's a question
of long-term survival,

“I've got the advantage of not only coming
from nature conservation circles. That allows
me to assess the whole range of arguments. So
I've become more and more convinced that
sustainable development is impossible with-
out a contribution from industry”

RECLAIM POWER
That is because of industry’s influence,
knowledge and resources. One of the most
important challenges will be to move from a
focus on observing rules to acceptance of a
leadership role. The courage to experiment
calls for freedom of action and resources.
Industry has the power today, but politicians
must reclaim it. The political system has to
determine the policy framework.

Something positive is happening in the
energy sector. The oil industry presented a
united front until six-seven yeass ago, when
the head of BP declared that his company
would change from a pure petroleum comparny
to an energy enterprise - and attracted much
attention for such innovative thinking. The
vision was that BP would stand not only for

! i

Petroleum. In other words, the business would
not come to an end even if the oil ran out. The
fossil age must be shorter than the resource
base would allow. If people dare [(:) look far
enough ahead, it takes little imagination to see
that a sustainable course makes commercial
sense. '
The basis for industrial activity cannot
coincide with the limits we see to human
activity. Some large, responsible companies

‘ A sustainable
course makes
commercial sense.

genuinely want social responsibility and
sustainable development to function, but our
failure to respond to the challenge of long-term
survival becomes a fundamental problem.

CLIMATE - A RISK
As a senior oil company executive, Dahle sat:
on the other side of the table and knows all
the challenges. He believes that the petroleum;
industry will not acknowledge or is unwilling
to accept that the world faces a future climate
problem and that tackling this presents an

n

British Petroleum but also for Beyond
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unparalleled challenge.

“That's one reason why 1 left the industry.
It's used to managing risk, and 1 tried for years
to introduce the concept of knowledge-based
risk understanding. That would eliminate the
need for scientific proof that things are
getting worse for the planet. The industry
must be willing in future to see that the
climate poses a risk which has to be included
in a comprehensive risk analysis before making
long-term investrents.”

He insists there is a clear risk of
destabilising the climate, given what we know
about the greenhouse effect. “We can still
make choices. According to the UN
Environment Programme, we must reduce
resource consumption to a 10th of its present
level in our part of the world to ensure
responsible development in a world where
most people live at or under the poverty line.
My friends in the media thought this signal
was a misprint. How are we going to meet the
most important challenge in history if our
society reacts 1o a signal like that?”

IN THE SAME BOAT

The environmental movement had its golden
age during the 1970s, when commitment was
high and led in part to_the creation of green
political parties. Asked whether most people
are more indifferent to erivironmental questions
today, Dahtle says that this goes in waves.

“But each crest is always higher than the

one before. I undoubtedly believe that we can
see signs of apathy, because we appreciate that
the issues are much more complex than we
thought 20-30 years ago. At that time, we saw
the problems as black smoke from factories,
oil spills and car exhausts. It was simpler to
get involved in things that were visible and up
close. In practice, these issues have been
solved. The position now is that we can't just
blame others. We must make a contribution
ourselves, That calls for a cultural change, a
shift in attitudes. Reducing our consumption
isn't as appealing. Industry and individuals
have ended up more or less in the same boat.”

He maintains that industrial leaders are
uncertain, and hesitant about getting to
grips with the big issues while also feeling a
certain satisfaction that they have put the
first generation of environmental sins
behind them. They believe that industrial
activity is impossible without economic
growth.

MARKET POWER
Asked what role interest organisations will play
in future, Dahle notes that the market is
currently more powerful than such associations,

“At the same time, the organisations have
seen that using markets to influence industry
and politicians yields results. The market has
long been making demands on companies.”

“If somebody had told me 25 years ago
that the Springer group would have greater
influence over Norway's forestry than the
Norwegian Society for the Conservation of
Nature, I'd have laughed at them.”

He is referring to a conversation with the
head of purchasing at Germany's Axel
Springer Verlag, who told him that an active
attitude on environmental issues relating to
raw materials was not merely an interest but
an existential necessity for his group. That
reflects the competition in purveying words
between electronic and paper media.
Publishing companies find it important to
continue using paper, even while making a
commitment to other channels. For the
printed word to survive, however, the
electronic medium must not be the only
route to an environment-friendly future. Or
to put it the other way round - the paper
industry must have a clean record right back
to the forest.

Industry must deserve its licence to oper-
ate, and understand that it cannot throw its
weight about as much as it does today. This
requires politicians to recognise that they have
instruments, and to find the courage to use
them. Industry must recognise that the
political system defines the framework, and
the interest organisations must also use the
tools at their disposal.

Dahle believes that the influence of the
organisations has been too small in recent
years, while the problems have grown
unnecessarily large. This could easily lead to
the adoption of more militant methods by
environmental activists.

QUALITY OF LIFE

Dahle says he is more optimistic than ever
because he sees that stressful western lives
have nothing to do with quality of life. '

Dahle has launched the concept of “the
quality society” as an alternative to today's
consumption-oriented “quantity society” |

“We used to talk about the post-industrial
society, but that notion is too difficult to
grasp. The quality society is a simpler and
warmer idea. A good environmental course
doesn't mean that life will get dulier and the
future bleaker. In truth, environmentalists
offer a better tomorrow. The USA has been
repeating opinion polls on the same issues
over long periods. In 1957, about a third of a
representative group of Americans were either
satisfied or very satisfied with life. Over the
half-century since, that proportion has
steadily declined - even though the real
income of respondents has tripled during the
same period. In other words, we can't buy
well-being.” i

Dahle talks warmly about the need for an
economic “thermostat”. A quali;ty societ)'r'»
one characterised by well-being - cannot'be
attained through increased purchasing power.
Norway constantly figures as one of the
world's best places to live, yet srckness absence
there averages one month perannum for
every economically active person. Every 10th
Norwegran is on sick leave at any given ume

“Reducing consumptlon can . boost well-
being,” Dahle maintains. “The problem is the
exact opposite in the developing countries.
Maintaining an annual growth of five per cent
in the western world so that prosperity 'in
developing countries can mcreasc by. a
fraction of one per cent isn't an ‘option. The
biggest challenge is to reduce inequality
between the rich and poor parts of the world.
That's an ethical dilemma. The question we
must find an answer to is whether we, who
have so much, must get even more for those
with nothing to receive something. It's
unacceptable that the gap between rich and
poor <ountries is so great. This represems a
powerful time bomb, and is very much part 'of
the sustainability problem.”

“Let us wish ourselves the best of luck in
the future” :

l Worldwatch Instltute 3
he Worldwatch Instltute (WWI) was
establrshed in 1974 as'an rndepenclentl
resgarch body based in Washington™ 1.
-DC. Its.aim rs 10 encourage reflection }

.on ‘and. a consoous attrtude towards :
global issues; inchuding susiarnable T E'
development and social Justrce o

¢ The Wwi collaborates with'a num- '
ber of organrsattons worldwide, whrch b

-promote and'sel its-publicatiops: ..+ "

-Worldwatch Instrtute Norden. iepre- ¢
sents rt in the Nordrc countries. L

o ‘»’- . Aif-‘-thr' )
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In the right direction

The environment has a central place in Norske Skog's new strategy
document. This points in the right direction for the future, says i

B ! 11
Environment

Thor H Lobben, our vice president for the environment.

he document commits us to sustainable
development by applying high environ-
mental standards and socially responsi-
ble business conduct.
“I'm very satisfied with that,” says Lobben. “It
helps not least to support the efforts being
made by our customers in the same areas.

“I'm convinced that a good future both for
us, the paper industry and the printed word
depends on conducting our business in a way
which earns society’s acceptance, We'll achieve
that when our environmental performance is up
to the mark throughout the value chain. It's
been said before, but it's worth repeating that
the paper industry is better placed than most to
be a sustainable business in tomorrow's soctety”

‘ ‘ Environmental

issues are part of the
customer quality
requirements.

He notes that customers ask about environ-
mental issues, and emphasises that these are
part of their quality requirements.

ENVIRONMENTAL CERTIFICATION
Systemns for environmental management at the
mills and functonal units provide tools for
continuous improvemnent. Thirteen of our 14
mills are certified to the [SO 14001 environ-
mental management standard, with the last
due 10 be covered during the first half of 2005,
Our corporate department for wood and

sawmill chips procurement in Europe has such
certification since 2000.

“We want certificates to cover the whole
chain from wood purchasing and other pro-
curement, via production, to sales,” says
Lobben.

Traceability - or Chain of Custody - certifi-
cates were awarded to Norske Skog Saugbrugs,
Norske Skog Walsum, Norske Skog Union and
Norske Skog Fellum in 2004. Work is under
way to certify the other mills in the same way.

“As a responsible producer, we must know
where the wood used by our mills originates,
that it derives from forests and plantations
managed environmentally well and that no
illegal forest operation is involved,” says
Lobben.

CLIMATE AND POLITICS

“It's become increasingly clear that climate
change isn't just an environmental matter, but
also a top level political issue with commercial
consequences,” he adds. “Competitive condi-
tions in the industry could change because
many countries with high greenhouse gas
emissions are either staying outside the Kyoto
collaboration or have no commitments under
the protocol,

It is important at this point that the Kyoto
mechanisms for reducing emissions are tested
in practical reality for the pulp and paper sec-

tor and other industries, as the EU is doing

with CO, emission trading from 2005. The first
period, with targets for national commitments
for emission cuts under Kyoto, runs from 2008
to 2012, It's also important that international
work on setting goals for the post-2012 period
gets under way in a satisfactory manner.”

PROGRESS IN 2004
Asked to sum up our environmental efforts in
2004, Lobben says, “Put briefly, our improve-

SHARED VIEWS: @ystein Dahle (left) and Thor H
Lobben agree that the paper industry is better
placed than most to be a sustainable business in
tomorrow’s society.

ment targets were achieved for emissions and
discharges, we made progress with certification
and there were no significant incidents with
breaches of legal requirements.”

“We're focusing on continuous: improve-
ment and following up environmental per-
formance by the mills with an environmental
index we've developed. The aim was an overall
improvement for the group of at least five per
cent. That was demanding, but we succeeded
well, Our target for 2005 is the same.”
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a minimum,

he environmental challenges facing the

paper industry cover the whole

business, from procurement and use of

raw materials, via transport, produc-
tion and distribution, to collection and recy-
cling of waste. Norske Skog's environmental
report indicates how we work in these areas.

)

. CERTIFICATION
Third-party certification has become an
important instrument for ensuring and docu-
menting that environmental work is pursued
in line with the principler; of sustainable devel-
opment. We were an early adopter of certified
environmental management systems, and have
worked systematically with this since 1995. In
the summer of that year, Norske Skog Skogn
and Norske Skog Bruck were among the first
mills in the world certified to the 15O 14001
environmental management standard. This
happened in June and July 1996.
Environmental certification is particularly
important for us in three areas. [n addition to
the environmental management systems men-
tioned above, these cover forest certification
and Chain of Custody certificates for procure-
ment and mills.

TRANSPORT

Qur goal is to transport raw materials and fin-
ished products in a way which minimises the
environmental impact. Choosing the most
environmentally appropriate transport solu-
tion represents a major challenge. The relative
impact of the various options.is not always
equally clear. And weight' must also be given to
factors such as local infrastructure, costs and
competitive terms.

2004

Consumption of
raw materials

Norske Skog shall develop and operate its units by
continuously improving their environmental performance.
The goal is to reduce the environmental impact to

MILL PERFORMANCE

Our mills prepare an annual programme
which sets performance targets for the most
important environmental parameters. The
results are measured and reported on a
monthly basis to the corporate management
via an environmental index developed in-
house. This incorporates the most important
emissions to the air and discharges to water as
well as energy consumption and waste
handling.

We want all our mills to meet an environ-
mental standard by 2008 which corresponds to
the EU reference document on best available
technique for the pulp and paper industry.

Our European mills are already by and
large at this level, but some work remains to be
done at some of the South American and
Australasian facilities.

RAW MATERIAL AND ENERGY USE
One of the main targets for our environmental
policy is optimum use of all input faétors,
including energy consumption. An important
subsidiary goal is to exploit our own organic
waste products for bicenergy, allowing us to
help reduce greenhouse gas emissions by
replacing fossil fuels,

RECOVERED PAPER QUALITY

Recovered paper is an important input at a

" number of our mills, and we are one of the

world's largest consumers of this raw material
in the production of newsprint and magazine
paper. The quality of recovered paper is an
important issute in countries where the level of
recycling is high. Increasing the proportion of
recovered paper while ensuring that this mate-

Continuous environmental oo
improvement throughout o
the value chain

rial contains.the fewest possible foreign ele-
ments represents a major challenge. '

i

) .
CLIMATE POLICY | I

The emission trading system for carbon diox--
ide introduced by the EU in 2005 a;iplies to all
our mills in continental Europe. Dunng a tnal'
period in 2005-08, these facilities will largely‘
receive the emission quotas they need. [t
remains unclear what quotas we will receive
after 2008, when the Kyoto protoco! will come
into force. The greatest uncertainty, about the
protocol's impact on our industry relates to
electricity costs. Unfortunately, the Norweglan
authorities have opted to exclude the pulp and
paper sector from a correspondmg tradmg
system in Norway from 2005, As 4 result, our
Norwegian mills find themselves with differ-
ent frame conditions from their European
competitors. We have expressed our disagree-
ment with this policy to the Norwegian
government. I

CHEMICALS

The new EU legislation on registration, evalu-
ation and accreditation of 'chemicals
{REACH) is likely to come into force in 2007,
and represents a source of uncerlamty It
remains unclear how far REACH will affect
the pulp and paper sector. We are followmg
developments closely together with industry
organisations, and will try to prevent the new
legislation having negative, competition-disl-
torting effects on the sector in Lhe‘Europeaﬁ
Economic Area (EEA) in relation to or.her
parts of the world.

Products

Slirdge ™58 000 trines § } Newsprint grades 3 423 000 toanes £
Bark 5 ".* 270 000 tornes: Magazme paper ‘I 362 000 mnnes\
Other -, .36 000 tonhes ] 7 .

2 820 mnn’es' -

F Rodncwood 5 = A% 4995 000 m'
“Sawinill chigs s 1§ 2415000 m'
" Recaverad paper | '475 000 tanes,
*Puichased pulp - 242 000 1danes
jhorganic fillers ;518 000 10anés

Organic material (COD} 41:000 tonnes
Suspended SD|IdS (SS}, 4 100 tonnes

r._',},,,;,
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POLICY : : Environment

Norske Skog -
Environmental policy

Norske Skog's environmental policy is an integral part of the strategy
to achieve the overall corporate goal. It shall support sustainable :
development of environment and natural resources.

The environmental commitments shall be viewed in context with the
company's commitments to health, safety and corporate social
responsibility.

Norske Skog's environmental strategy and policy applies to all its
business units. Norske Skog will work for similar environmental
values in joint ventures and partially owned companies.

1
B Norske Skog shall operate and develop its business 3
units by continuously improving their environmental performance, |
and with a view to reducing the environmental impact to a minimum.
The basic requirement is compliance with laws and regulations.

M Efficient production processes with high yield on raw '
material and energy utilisation shall be key objectives in all produc-
tion units, Environmental aspects shall be integrated in strategic con-
siderations and operational decisions.

l Environmental responsibilities and tasks shall be clearly.
defined and adhered to throughout the organisation. The business

units shall educate and train their employees to know and understand
the policy, its requirements and the work performance expectations. -

B Certifiable internationally acknowledged environmental man- .
agement systermns shall be actively applied in the management in all
production units.

8l Norske Skog's production units shall have environmen-
tal programs with clear objectives and annually set targets supporting
the company's environmental policy and strategic ambition.

8l Norske Skog shall expect the same high environmental
performance from suppliers of goods and services in the value chain
as maintained in its own activities. Forest certification shall be
encouraged and certified wood suppliers will be given priority.

B Norske Skog shall have an environmental’
performance that supports its customers in reaching their environ-
mental objectives.

1
B Norske Skog shall operate and develop its business
units with respect for, and understanding of, the social and cultural

values that exist in the countries in which it operates, .

B Norske Skog shall be open t and actively engage in dia-
logue with stakeholders and will communicate openly on environ- |
mental matters. ‘
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'Environment

Many countries
and cultures with a

shared belief in the
environmental targets

Bruck in Austria.

hysical meetings on every issue that

comes up is a practical impossibility

in a global company like ours, Today's

modern society allows a close and
effective dialogue to be maintained with the
aid of e-mail and tele/videoconferencing. But
limits are still imposed by different time
zones and the fact that our mills are spread
over several continents.

That makes it important to come together
face-to-face every so often for in-depth
discussions and getting to know each other
better - which in turn improves collabora-
tion. So the corporate environment depart-
ment invited environmental managers from

The corporate environment department invited
environmental managers from all our mills around
the world to a global meeting at Norske Skog

all our mills to a global meeting at Bruck in
Austria during November.

“Getting to know colleagues at the other
mills in person is important,” says Gert
Pfleger, environment manager at Norske Skog
Bruck. “We worked together efficiently for
three whole days, talking openly about strate-
gies and targets. That created a shared under-
standing on a number of issues. It's interest-
ing to see that colleagues from different parts
of the world take the same view of the impor-
tance of environmental work and feel the
same responsibility for contributing o
sustainable development.”

GLOBAL MEETING: Environmental managers from all our mills gathered at Norske Skog Bruck in Austria

ORGANISATION
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IGIobaI Norske Skog s chref éxequtive
has overall responsibility for our results, '
mcludrng environmental performance R
A separate corporate envrronment (CE}
department Is responsible for developlng and ,
‘maintaining aus global envrronmental polrcy, {
-and for specn‘ymg and following up strategic ¢
environmental targets. on behalf of the chief .
~-execuiive: The CE department forms part of
our strategy unit. .
_This department also monttors that the
mrlls ‘and other functional units'set therr own
envrronmental tafgets and perform inj e
accordance with these. It recelves monthly
 tepdrts from the milks, which. are collated and
*reported on to the carporate managernent
. The'department also cooperates closely with -
' other functions, such as sales and marketmg
4 and supply and |ogrst|cs over factors relatmg
: to the natural envrronment et
e . 'f
;ILoca! Naturally enough most of our .
. énvironment-related work takes place'in the N
mills. Each mill manager has’ operational
“responsivility for meeting environmental
" targets at their faciliy. This responsibility is
" passed down 10 departmental managers and:
‘to-each employee; | * - 7., l
“All-the mrIIs have a separate envrronmen
'taI mariager, who reports directly to. the-mill |
manager and cooperates closely wrth the CE
, department They are the pomt of contact. for
the group at each mill. A meeting is held
once a quarter between the CE department ‘
and alf-the mill, pnmarlly asatele- , v 7]
- conference in connection'with,the quarterly
' reportrng The mills akéo dfaw on the CE staff
when they need ad\nce and assrstance S 1'%_
S n

iy
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ENVIRONMENTAL CERTIFICATION

.
Environment

Environmental aspects relating to paper and its production

are among the factors which concern stakeholders. People want
confirmation that efforts to protect the environment are pursued in
line with the criteria for sustainable development.

|
|

Environmental
certification -

an important tool
In our units

orske Skog currently utilises interna-

tionally-recognised certification sys-

tems in the various parts of our

business. These meet our require-
ments for systematising and documenting
work in the environmental area, for both in-
house and external use. Each certificate is
issued by an independent third party who also
audits the systermn.

ENVIRONMENTAL MANAGEMENT
Three more of our mills were certified in 2004
to the [SO 14001 environmental management
standard, which means that 13 of our 14
wholly-owned units are covered by this certi-
fication. Norske Skog Albury was certified in
the first haif, with Norske Skog Pisa and
Norske Skog Tasman following in the fourth
quarter. The last uncertified mill, Norske Skog
Steti, will be covered during the first half of
2005.

1SO 14001 specifies requirements for rou-
tines and procedures on pursuing effective
environmental work at our mills. It calls for
continuous performance improvements in
this area, and helps the mills both to set tar-
gets and to meet them.

" Some of our mills are also registered under
the European Union's Eco-Management and
Audit Scheme (EMAS), which sets require-
ments similar to those of [SO 14001 for rou-
tines and procedures.

The two European organisations for wood
procurement, Norske Skog Supply Wood
(Norway) and Papierholz Austria, are also cer-
tified to ISC 14001. Work is under way to cer-

tify other relevant units in our group to this
standard.

FOREST CERTIFICATION

The best assurance that the wood we use
derives from sustainable forestry is that the
forest of origin is covered by an internation-
ally-recognised certification system. Several
such solutions are available today, of which
the best known - and the most relevant for us
- are the Programme for the Endorsement of
Forest Certification (PEFC) and the Forest
Stewardship Council (FSC). We have
approved both of these.

Both systems set standards which describe
how a forest must be managed in order to sat-
isfy sustainability requirements. These form
the basis for a third-party certification that
the forest is managed in accordance with the
standards.

Sorne countries we buy wood from have
not come as far as others in forest certifica-
tion. We basically give priority to wood from
certified forests. But special routines have
been established for purchasing wood from
uncertified forests to check that the latter are
managed in a sustainable manner.

TRACEABILITY

[n the fourth quarter, Norske Skog Union and
Norske Skog Follum were awarded traceabili-
ty certificates in accordance with the PEFC's
Chain of Custody (CoC) standard. Such cer-
tification had been secured by Norske Skog
Walsum and Norske Skog Saugbrugs earlier
in the year.

CoC certificates provide information
about the proportion of fibre irfl the mill's
paper which derives from certified forests.
The system we use also makes it possible to
trace a product back to the specific farests
which supplied the raw material.

CoC is a global target for all our mills, and
work on CoC certification will continue dur-
ing 2005 in line with our global ervironmen-
tal policy for wood purchases.

Norske Skog Supply Wood, which buys for
the Norwegian mills, also has such CoC
certificate. So do the other European procure-
ment organisations we use for wood purchases.

. .

Millzunit, iSO 14001 EMAS | CoC

R R ‘

-Follum 4 Ko, X X
- R
X

Golbey. .

Parenca’ ., : R .
“Sdugbrugs - X 0 T Xt X
Skogn Lo - Koo "L o
Steti . (2 2005 - -
Union o X L X
<Walsum © . T X ) )
C Albuy” .- X
Boyer X-
Tasman-, ™" A X -
X
X
X

[H

Big Bia

Psa- . .-
SELWood . -,

n

L

150 14001; ) emvi al manag standard
EMAS: Eco-Management and Audit Scheme (EU standard for epvironmen-
tal management) CoC Chain of Custody
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[ ) Roundwood and sawmlll chips 57 % ‘.

L] Purchased pulp 5%, -

[ ] Recovered paper 28 %

. lnorganlc f!lers 10 %
1

RS Certlfled percentage :
woodf:bre, 2000—2004 L

b

RAW MATERIAL

Raw material
consumption

Norske Skog's mills consume renewable and recycled
fibre raw materials. Roundwood, sawmill chips,

chemical pulp and recovered paper originate from ,
forests which are managed to ensure that they retain
their productivity and biological diversity.

.
e are not a significant forest | virgin wood we use in Europe. )
- : owner. Only just over four per Roundwood and chips used by the mills in.
) Y cent of the wood we consume Brazil, Chile, Australia and New! Zealand'
i comes from our own forests. We | come from forest plantations, Both radiata’
oy set strict standards for those we buy wood | and loblolly pine are used in South'America,’
" | from, including environmental certification | while Australasia uses radiata pme Morske.
: and our own checks. Roundwood and chips | Skog Boyer consumes 27 per cent etcalyptus
used in our products originate from sustain- | as virgin wood. The pine species in the plan-
able forestry. (See pages 39 and 41.} tations have been introduced from North
Recovered paper is also an important raw | America,
' material, It contributes directly to recycling by
converting discarded newspapers and maga- ENVIRONMENTAL CRITERIA
. ‘| zines to new publications. (See page 42.) Customers regard the proportions of wood
' " Chemical pulp is added to our magazine | fibre originated from certified forests and,
=7 paper to provide the necessary strength. We | from recovered paper as important'environ- -
AR I A do not produce such pulp ourselves, but pur- mental criteria for the raw materials used in’
A D"‘"h“"'o" °f raw, chase it from external suppliers. paper products. The introdudtion of.
. .materlal used i in ] A number of paper grades also contain | Norway's Living Forest standard in 1998 gave.
. Norske Skog s mllls, 2004 . . . . . . - . .
. ‘v e X inorganic fillers and coating materials. the Norwegian mills a lead which they still
. R I T PO retain.
1 VIRGIN WOOD
Roundwood and chips used by our European
E mills originate from forests which have been
- in commercial use for centuries, and which
‘ comprise local tree species. Spruce is the only -
Consu'mptiofn: in 2004 )
v w R T, 4 1 o Furope T South America - Australasia’ -~
oy | Inorganic lelers *ro2004 ‘5_04 000 tonnes _y o L. 1009 tonnes ' " 13000;1onnes
R FEEREEATEE T Bese 0w L2003 " 512000.tomes i i F . 2000 tonnes - . ~12 000, tonnes +. |
R S e ." Recovered paper: 22004 <y 1307000 fonnes - RO o' T167.000]tonnes
. g gt . C- v 20037 1236000 whnes -, S0 0T o 170.900'tonnes - |,
p ~@ Inorganic f'"EfS P : Purchased pulp ~ 7+ 2004: 210000 toanes - .. 19000 tonaes' o 14 000, tonnes =,
. Recgvered paper = KSR 200350 21000 wones . . .- 13000 tonmes. |1 000 tonnes
.+ @ Purchased pulp. E Sawmil chips 2004 - 1481000 M -~ . & 195000 m . . Tmoem - .
:31':?&13'255 T S T ey e e G T W0ttt S 610000, ]
. g S ; Roundwobd ¥ 2004 3100w - - 597000m . 1167000, -
- - ‘h e bt pom 003 . 30890000 5,7, 596000 m . ,,1 242000 m' ‘_ T
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RAW MATERIAL

Combating

illegal logging

Norske Skog is involved in the combat against illegal logging. We give priority tot ;
wood from certified forests because that gives us a guarantee from an mdependent

|

third party that their management meets all the requirements claimed by forestry

‘and envrronmental legislation. Other forest owners are required in part to provide
.a wntten declaratlon that the wood has been legally harvested. :

liegal logging is an unfortunate collective
term for unlawful forestry and wrading

with forest products
Thase mvolved in such activities
avoid controls and do not need to take care of
envirenmental values. This is environmental
- crime. Taxes are evaded ‘and the social rights
of forest workers ignored. This is financial

crime,

OUR INVOLVEMENT
We are involved in the combat against unlaw-
ful forestry both directly and in cooperation
with other industry players and environmen-
talists. To prevent unlawful activity, we must
know the origin of our roundwoed. If it hails
from a certified forest, this confirms that the
operation satisfies all the requirements of for-
est management and environmental legisla-
tion. Industry. suppliers'who have Chain of
Custody certificates can also confirm that the
roundwood has been llegally sourced. We
accordingly give priority to certified suppliers,

Forest certification has not come far
enough at present for all our roundwood
deliveries to come from certified sources. We
accordingly require our suppliers to provide a
written self declaration that the wood is
legally harvested and does not originate from
conservation areas. But self declarations are
not encugh.

We have therefore developed our own sys-
tem for ensuring that non-certified round-
wood can be traced back to the felling site,

- allowing us to check that the forest operation
is legal and sustainable. We select a random
sample of timber consignments delivered to
port for onward transpart to our mills, All

documents relating to the roundwood are
checked, including the waybill, purchase con-
tracts, felling permits and forest management
plans. Information in the documents on the
forest owner's identity, the quantity involved,
mode of logging and felling site is cross-
checked. A check is also made at the felling
site that the permit terms have been observed.
The volume felled has to accord with the con-
dition of the forest, environmental considera-
tions must have been taken into account and
all statements made have to be borne out, All
our contracts contain a clause which entitles
us to carry out such checks.

JOINT EFFORT

Many negative consequences follow from
unlawful forestry and forest product trade, So
a number of international organisations -
such as the UN Food and Agriculture
Organisation {FAQ), the International
Timber Trade Organisation (ITTO) and also
the European Commission - have called for
the adoption of measures to combat such
activities, Illegal logging in all its forms has
been put sericusly on the international agen-
da.

Environmental organisations are also
strongly involved in seeking to prevent unlaw-
ful forestry causing deforestation, a reduction
in biodiversity and a threat to the traditional
lifestyles and rights of indigenous peoples.

For the forest industry, unlawful forestry
and forest product trade can encourage nega-
tive attitudes which extend to serious players
and their products. So the industry's own
interest organisations are participating in the
combat against unlawful activity.

FINANCIAL MOTIVES,
lllegal logging involves the fellirig of rar'e
species and logging in vulnerable areas wh:ch
cannot cope with the changes wrought Ir_s
consequences can include emsmnf decertxﬁ-
cation, extermination of species or destruc-
tion of the livelihoods of local populations. ,

Unlawful forestry, such as logging wn.hout
government permission, can lead to over-
felling which reduces the resource base in'the
long term,

Naturally, logging on somebody else's land
and direct theft of timber are also unlawful.
Unlawful forestry and forest product trade
usually have financial motives. Evading tax on
income reduces government revenues, When
logging goes unregistered, the rights of fores‘t
workers are also ignored. Illegal loggers gain
an economic advantage over serious players in
the market and distort competition. Unlawful
timber sales can also involve money launderi-
ing. : '

The scope of unlawful forestry and forest
product trade varies from region to region. In
some countries with very valuable tree species
and little government control, more than half
of all timber sales are estimated to confhct
with laws and regulations. In other counties,
such activities can follow changes in the pollt-
ical regime.

Combating unlawful forest opernnon 15
one of Norske Skog's goals. We want to col!
laborate with the authorities in reducing the
scope of illegal forest product trade And we
want to be able to document to customers
that they are not participating in illegal log-
ging when they buy our paper. '

Annual repors 04
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|Environment

Recovered paper
IS a resource '

RAW MATERIAL

Norske Skog's mills are making ever more use of recycled
paper as a raw material. That represents a good resource and

good environmental policy - and can be good economics. ,

i
t

he paper we produce is used for news-

papers.?fweekly magazines and other

publications, which are collected on a

large scale and recycled after they have
been read. :

As a material, paper is particularly well
suited to meeting tomorrow's requirements
for sustainable development. Three of the
most important characteristics are that its pri-
mary raw material - wood - is renewable, that
it derives from forests managed in a sustain-
able ways and that wood fibres have qualities
which allow them to be reused many times.

Itis important to appreciate that old fibres in
recovered paper products and virgin material
from the forest supplement each other. Virgin
fibre must be added to the cycle as a replace-
ment for that which get lost or deteriorate in
the recycling process.

FROM BURDEN TO BENEFIT
Large volumes of used paper products repre-
sented a capacity problem at waste landfills
10-15 yeats ago. The authorities in many
countries were concerned to find a solution,

This picture has changed in many ways.
Collection of paper from industry and house-
holds is now at a level earlier considered unat-
tainable.

Recycling capacity has been expanded, to
process the available recovered paper volumes.
Collection of all types of paper and board is
well above 70 per cent of total consumption in
countries, which top the European statistics.
The average for Europe in 2003 was 57.3 per
cent. Australia is another ‘country with a high
collection rate.

Newspapers and magazines are very suit-
able for collection. The proportion of recov-
ered paper as raw material in the total produc-
tion of newsprint in Europe was 74 per cent in
2004,

Many forces have driven this. One is recy-

PIONEER: Nors

o ol fi

ke Skog Bruck has been using recovered paper to produce newsprint since 1973,

a2
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AW MATERIAL

cling technology. Recycling became well estab-
lished in newsprint production before it was
feasible for magazine paper, which calls for
higher cleanliness and brightness.

Cur mill in Austria was a pioneer in this
development, and also has the longest experi-
ence in our group with using recovered paper
to produce newsprint. It becamne one of the
first to start such output as early as 1973.

PROCESSING AND QUALITY

Many categories are available in the recovered
paper market for different applications.
Corrugated containers is the largest category
for packaging grades, for instance, while our
mills need collected newspapers and maga-
zines - a category often known as deinking
grades, which reflects the need to remove
printing inks. Products such as cardboard, toi-
let paper and kitchen paper also use this type
of recovered paper.

As the collection rate increases, more and
maore attention is being paid to the quality of
recovered paper. Both the level of collection
and the suitability of this material for new
producticn depends on how it is collected and
sorted. High standards are set for cleanliness.

The first step in the treatment process is the
removal of large objects, which include staples,
steel wire, plastic and CDs. Ink is then
removed in a multistage treatment process.
Roughly 80 per cent of the recovered paper
becomes available for use in new paper,

The process removes ink and fibre frag-
ments as a sludge, which is incinerated togeth-
er with other combustible material. The ener-
gy is recovered and used for drying.

Less energy is required to free the fibres in
paper than in wood logs, so producing
newsprint from recovered paper consumes less
electric power than for virgin wood. On the
other hand, mills using recovered paper do not
get the heat recovered from thermomechani-

P

}

- Sl
Environment

cal pulp production or the biofuel provided by
bark and other wood waste. ! '
INTERNATIONAL TRADE COMMODITY
Large volumes of recovered paper are traded
across national boundaries and the world's,
oceans. The USA exports substantial quanti-
ties to Asia, while European sales to Asian
countries have totatled about 3.5 million
tonnes annually in recent years.

Production at our partly-owned mills in
Korea, China, Thailand and Malaysia is based .
on recovered paper. The same will apply at the .
new mill under construction in Hebei
province in China, ' '

Recnve'réac! pér}gr in newsprint produdi:orl: 2004

Norske Skog Albury - S %
Norske Skog Boyer .. - e An% 4|
Norske Skog Bruck A T e, BO%

' Norske Skog Golbey. ~ ° PO BE R T
+Norske Skog Parenco TR L TR

" Norske Skog Skogn L A%
Morske Skog Steti ~ * - S Y s,

. Use of récovered papér, :
{ .. MNorske Skog 1995-2004 ..* -

vor [
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Total energy consumption in
Norske Skog, by source -

:

b . '
@ Purchased electricity 54 %
® Fossili5 %
®Bol13% .
@ Recovered 10 %
® Q{lher 8%

¥
Europe
Total: 13 000 GWh
3.61 MWh per tonne

i
!
l

U

@ Purchased electricity 54%
@ Fossil 15 %
®Boid4%.
" @ Recavered 13 %
@ Other4 %
1 "
i
N N
Australasia
Total: 4 600 GWh
5.19 MWh per tonne

® Fossil 22 %
®Bo<i%

® Recovered 2 %
@ Other 22 % N

b

: .
So‘yth America
Total: 1 400 GWh
4.71 MWh per tonne

4. L "
- @ Purchased electricity 55 % -
@ Fossil 1 % '
@ Biodd %,

-

W o e
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@ Purchased electricity 54% .

ENERGY

Energy consumption

Electricity and thermal energy are significant input
factors in newsprint and magazine paper production.
A strong focus on energy consumption is therefore
important both for the environment and for mill

profitability.

he choice of energy carrier is also very
significant in environmental terms.
While the industry cannot exert much
influence on the sources of electricity
it takes from the grid, mills have greater
opportunities for choice with regard to ther-
mal energy. We have worked for many years to
reduce our fossil fuel consumption through
greater use of biofuels produced on-site or
purchased externally, and through heat recov-
ery from the production process.
Energy consumption at our wholly-owned
mills in 2004 totalled 19 000 gigawatt hours
{GWh), which breaks down into:

Electricity _ ; 11000 GWh
Thermal energy o ©o. 800QGWh

Just over 2 400 GWh of this consumption
originated from biofuels produced on-site or
purchased externally, and 1 830 GWh was heat
recovered from the process. Energy produced
from fossil fuels accounted for just over 2 900
GWh ar 15 per cent of total energy consump-
tion.

The biggest users of fossil fuel are the
cogeneration plants at Norske Skog Bruck in
Austria and Norske Skog Parenco in the
Netherlands, where natural gas is used to gen-
erate both electricity and heat. Fossil fuels are
also extensively used by the Australian mills to
generate heat. Consumption of fossil fuels at
these five facilities accounted for more than 80
per cent of 101al usage by our mills in 2004.

Norske Skog will continue its efforts to
minimise the use of fossil fuel, and thereby its
emissions of carbon dioxide - one of the
greenhouse pases. Organic waste produced on-
site will be used as far as possible as biofuel to
replace fossil fuels. Among the latter, natural
gas will be given priority where available.

ELECTRICITY
Ninety-two per cent of the electricity con-
sumed in 2004 was purchased from external
suppliers, with the remainder generated in-

house - mainly from the cogeneration plants
at Norske Skog Bruck and Norske Skog
Parenco, Small quantities were also generated
from biofuel at Norske Skog Saugbrugs in
Norway and Norske Skog Bio Bio in Chile.

Average specific consumption of electricity
by all the mills in 2004 was 2.3 MWh per tonne
of paper produced.

THERMAL ENERGY

Mills based on thermomechanical pulping
(TMP) have opportunities te recover part of
the electricity used in the TMP process as heat.
Most of our mills based on TMP recover this
energy for use in other parts of the production
process. More than 20 per cent of the energy
supplied as electricity at these facilities was
recovered in the form of heat during 2004.

Heat is primarily used for drying paper.
About 52 per cent of the thermal energy used
in 2004 was based on biofuel or heat recovered
from the production process for TMP. Twenty-
eight per cent was produrced in-house by fossil
fuels. The remainder primarily took the form
of steam purchased from external suppliers as
well as geothermal energy used at Norske Skog
Tasman in New Zealand.

~ Use of fossil fuels C
.- {kWh per tonne of paper) ' ’

kyihtonre
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ENERGY

New incinerator boosts |

energy recovery

A new fluidised bed incinerator, which exploits residual material at Norske ;
Skog Parenco to produce energy, came on line in 2004, Combined with
modern treatment equipment, increasing waste incineration to replace

.
Enwronmént

fossil fuels also contributes to a cleaner environment.

orske Skog Parenco produces about

420 000 tonnes of paper annually,

with recycled fibre from newspapers

and magazines accounting for
roughly 75 per cent of its raw material. The
Dutch mill receives some 400 000 tonnes of
recovered paper each year, collected mainly
from households in the Netherlands, Belgium
and Germany.

The mill is working continuously to
optimise its production process, and expects
to need more recovered newspapers and
magazine in coming years.

PRODUCING BIOENERGY
Increased use of recovered paper also means
more residual material. After an initial rough
sorting to remove unwanted materials such as
plastics, staples and so forth, deinking takes
place in a multi-stage flotation process.
Around 80 per cent of the recovered paper
entering the mill is used as row material, with
most of the rest taking the form of organic
material which can be used as fuel for energy
production.

The existing fluidised bed incinerator at
the mill dated from 1983 and failed to satisfy
today's stringent environmental standards.
Nor did it have sufficient capacity to burn the
increasing volumes of residual material from
the production process. So the decision was
taken to invest in a new installation. Work on
constructing the incinerator began in 2002,
with start-up and trial operation in the spring
of 2004.

The heart of the incinerator is a hot bed
(850°C) filled with whirling sand. Residual
material is fed into the bed and burnt. Heat
generated by the incineration process is
turned into steam, used partly as a direct
input to the paper production process in the

form of heat and partly to generate electricity
in a turbine. The remaining ash is utilised as a
cement additive.

This new incinerator allows Norske Skog
Parenco to process about 200 000 tonnes of
residual material - twice the capacity of the

previous facility and more than sufficient for

the mill's future needs.
The bulk of the residual material qualifies

as biomass, and burning it reduces fossil fuel
consumption for energy generation and
thereby carbon dioxide emissions. .

Modern techniques are also applied 1o
treat incinerator flue gases, which accordingly
meet the strictest emission standards. \

So this installation is good news not only
for Norske Skog Parenco but also for the
environment.

MODERN: The new incinerator is good news for Norske Skog Parenco and for the environment.
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Makmg progress on reducin
emissions and discharges

ischarges to water from the production

process consist primarily of fibre and

dissolved organic material. Roughly

90-95 per cent of the chips and round-
wood used, and about 80 per cent of the recov-
ered paper, are converted to products. The
remainder ends up as solid waste or sludge, or
escapes with the waste water. The latter is treated
in various types of treatment plants before being
discharged to the recipient.

Emissions to the air derive primarily from
energy generation, Most mills have their own
incinerators for producing thermal energy. In
modern mills, by-products such as sludge from
from waste water treatment and deinking plants
and other organic waste from the production
process are utilised as biofuel for thermal energy
production. Fossil fuels are also used in the form
of gas, oil or coal. Environmental loads primari-
ly relate to emissions of sulphur dioxide and
nitrogen oxides as well as carbon dioxide from
burning fossil fuels.

Discharges to water from our mills have
shown a positive trend over the past three years.
Specific discharges (the amount discharged per
quantity of paper produced) of dissolved organ-
ic material (chemical oxygen demand - COD} to
water fell by almost 10 per cent from 2003, while
suspended solids were down by almost 40 per
cent. Nutrients released were on a par with 2003,

Specific emissions of fossil carbon dioxide
declined by more than 10 per cent from 2003
Reductions were achieved in both Europe and
Australia. No change occurred in specific emis-
sions of sulphur dioxde, while nitrogen oxide
emissions rose a litde by comparison with the
year before.

Emissions and discharges from all the mills
are measured regularly, but measuring and
reporting routines vary somewhat in line with
national requirements and regulations. No sig-
nificant infringements of the emission limits set
by the regulatory authorities occurred at our
mills in 2004.

EUROPE

The process of adapting to the EU's integrated
pollution prevention and control ([PPC) direc-
tive is under way at several of our European
mills. This directive includes provisions for
determining standards for emissions to the air,
discharges to water, noise and waste manage-
ment. It also permits the authorities to set
requirements for energy consumption.

Norske Skog Skogn's emission permit was
revised in 2004 on the basis of the IPPC directive.
Norske Skog Saugbrugs received a new permit in
2003, with Norske Skog Follum and Norske Skog
Union due to follow in 2005-06. Norske Skog
Saugbrugs, Norske Skog Skogn and our other
mills in Europe already by and large satisfy the
standards. However, Norske Skog Follum and

" EMISSION

Norske Skog Union are likely to need invest-
ments.

Reducing water consumption has been a goal
for several of Norske Skog's Europedn mills in
recent years, and the volumes used continue to
decline steadily. Specific discharges of organié
material (COD) for the European mills have
declined further, to an average level of just below
five kilograms per tonne of paper produced in
2004. '

Emissions of fossil carbon dioxide fell by
maore than 15 per cent from 2003 to 2004. This
decling primarily reflects reduced consumption
of fossil fuel by the cogeneration facilities at
Norske Skog Parenco and Norske Skog Bruck.

AUSTRALASIA

Discharges to water changed little in 2004 com-
pared with the year before. Total water con-
sumption increased somewhat, but discharges of
organic materials showed a margtna] decline.
Emissions of fossil carbon dioxide contmued to
develop positively after a rising trend was
reversed in 2003. Specific emissions of carbon
dioxide have declined by more than 10 per cent
over the past two years.

On average, discharges to water are signifi-
cantly higher than at the European mills. This
partly reflects special conditions at Norske Skog
Boyer. It utilises an unusual process to produce
part of its pulp, which vields higher dlschargw
than traditional pulp production at newsprint
mills. This process is used to exploit eucalyptus
as a raw material.

Norske Skog intends to enchance the mill’s
treatment plant in order to achieve a large reduc-
tion in discharges. :

SOUTH AMERICA '
Discharges of organic materials to water at
Norske Skog Bio Bio in Chile have declined
sharply since its new sedimentation plant for
waste water treatment became operational in
May 2003. This facility had its first full year of
operation in 2004, and discharges of dlssolved
organic substances measured as coD were
reduced by about 35 per cent compared with the
year before. However, the mill is having difficul-
ties meeting the new national discharge standard
for easily degradable organic material (biochem-
ical axygen demand over five days - BODS3), The
mill is working to identify the cause and then
implement measures. The mill s also due to cut
boiler dust emissions by rebuilding boilers and
installing an electrostatic precipitator, IThlS pro-
ject is due for completion in 2005.

Emissions of fossil carbon dicxide from the
South American mills doubled compared with
2003, but at a low level. Norske Skog Bio Bio uses
some fossil fuel for energy generation in addition to
bicfuel, while Norske Skog Pisa uses only biofuels.
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EMISSION

Emission trading for
pulp and paper:
One rule in the EU,
another in Norway

The European Union has opted to include the pulp and
paper industry when emission trading for carbon dioxide
starts there in 2005. But Norway is excluding this sector

from its similar system.

orske Skog has made it clear to the

Norwegian authorities that the

country’s pulp and paper manufac-

turers must get the same frame con-
ditions as the rest of Europe. At present, the
industry in Norway pays carbon tax on its oil
and coal consumption.

EARLY START

While it still was uncertainty about whether
and when the Kyoto protocol would come
into force, the EU resolved to take specific
action to meet its obligations under this
agreement. Member countries have under-
taken to reduce greenhouse gas emissions by
an average of eight per cent from the 1990
level.

The EU has approved a directive on intro-
ducing emission trading in two stages - a trial
period in 2005-07 and full implementation
from 2008, when commitments under the
Kyoto protocol come into force. Under the
trading system, each mill gets a quota for the
greenhouse gas it is allowed to release. Any
emissions above this level must be covered by
buying quotas in the CO, market from mills
which under-emit, or by emission reductions.

LIMITED FINANCIAL IMPACT

The financial impact of European emission
trading on our mills in Europe will be limited
in the short term. Quotas allocated to them
for 2005-07 are close to the amounts they
expect to release. When the Kyoto protocol's
commitments come into force in 2008, a cut
in mill quotas is expected.

UNCERTAINTY OVER POWER PRICES
The biggest source of uncertainty for the
European pulp and paper industry in the long

term is how the climate agreement and emis-
sion trading will affect power prices. A one-
sided rise in Europe's electricity costs could
have unfortunate consequences in terms of
global competitiveness.

CLIMATE CHANGE POLICIES
IN AUSTRALASIA
Of the countries outside Europe where we
produce paper, New Zealand is the only one
with obligations under the Kyoto agreement.

A carbon tax on fossil fuel will be intro-
duced in 2007 as one means of meeting these
commitment. That will mean higher energy
prices. The size of the tax will be related to the
market price of carbon dioxide, up to a ceiling
of NZD 25 per tonne.

The primary consequence for Norske Skog
Tasman will be an increase in power prices.

Since New Zealand companies will be
exposed to competition from non-Kyoto
countries, opportunities will be given under
certain conditions to seek exemption from
the carbon tax in the first commitment
period (2008-2012). In return these compa-
nies are expected to commit to reductions in
carbon emissions. Norske Skog Tasman is
negotiating on this with the New Zealand
government.

Norske Skog Albury in Australia has also
been affected by climate change policies
despite the fact that Australia has not ratified
the Kyoto protocol. The New South Wales
State government introduced an emissions
trading scheme based on state electric gener-
ation and consumption in January 2003. This
scheme incorporates emission reduction
targets through to 2007 and will run until
2012 or until a national emissions trading
scheme is introduced.

NI
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A number of countries agreed this climate
deal in December 1997, but getting it ratified
by sufficient nations has proved a lengthy
process. The USA and Australia made it clear
in the spring of 2001 that they would not be
ratifying the protocol. That made its imple-
mentation dependent on Russian'approval.
Russia accounts for 17.4 per cent of green: .
house emissions from industrial countries. Its
ratification on 18 November 2004 made the
protocol legally binding from 16 February
2005 for the 128 parties which had signed it.

PROTOCOL PROVISIONS
The Kyoto agreement aims to secure an aver-
age reduction in greenhouse gas emissions by
the industrialised nations in 2008-2012 to at
least five per cent below the 1990 level.

An international emission trading regime
was also established, making it possible to buy
and sell quotas between the industrialised
countries, Emission-reducing measures car-
ried out in other industrialised nations can
also be credited in one's own country.

Due to come fully into force after an early
implementation phase, a clean development
mechanism aims to encourage investment by
industrialised nations in climate-related meas-
ures in developing countries.

A fund has also been created to provide
financial support for developing countries
which want to participate in collaboration on
the climate.
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ENVIRONMENTAL FRIENDLY: Paper from Norske Skog Follum and Norske Skog Saughrugs Is now transported from Halden, Norway.
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NOISE, WASTE AND TRANSPORT

Waste

Studge from effluent treatment and deinking
plants for recovered paper and bark represent
the principal types of organic waste at our
mills. They are mostly incinerated to generate
thermal energy, which yields substantial
quantities of ash - 180 000 tonnes in 2004.
About 65 per cent of this was used as a raw
material in cement pr!oduction, while the rest
largely went to landfills. Hazardous materials
account for less than one per cent of the waste
produced at our mills,

The volume of waste generated in our
mills has risen in line with spending on bio-
logical treatment plants, which yield large
quantities of sludge. To deal with these
increased waste volumes, substantial invest-
ments have been made in dewatering equip-
ment and sludge incineration to generate
energy. The aim is to exploit as much biologi-
cal waste as possible for biofuel. Virtually all
organic waste is now used in this way in
Europe and South America. The proportion is
much smaller in Australasia, where more use
is made of sludge and ash for soil improve-
ment in agriculture.

Noise

All but one of our mills accord with the noise
stanndards set by the regulatory authorities,
The exception is Norske Skog Tasman, where
measurements indicate that the New Zealand
mill may exceed local noise guidelines in an
area close to the facility. However, no com-
plaints have been received and no remedial
measures have been required by the authori-
ties.

Six of our mills received complaints about
noise from neighbours in 2004, primarily as a
result of acute incidents where remedial
action was taken immediately. Complaints
about ground vibration have been received by
Norske Skog Parenco. The position at the
Dutch mill was improved with the installation
of new equipment in 2003, but some com-
plaints are still being made. A closer look will
be taken at the problem in 2005,

Transport

Transport of raw materials

The mix of transport methods used to bring
raw materials to the mills varies greatly from
region to region, reflecting differences in mill
location, local infrastructure and established
transport patterns. Road transport dominated
overall in 2004, with a 76 per cent share. Rail

" and maritime transport accounted for around
12 per cent each.

The share of road transport in Europe was
on a par with 2003 at around 70 per cent. Rail
transport declined from 13 to 12 per cent, while
transport by water - including rafting - rose
from 16 to 18 per cent. Road transport went up

* from 83 to 85 per cent in the Australasia region,
with a corresponding reduction in rail trans-
port. South America experienced no significant

_changes from 2003,

‘Transport of products

Delivery of finished products from the mills
involved some inctease in road transport,
from 42 to 44 per cent, while transport by
both rail and ship declined by one per cent to
22 and 34 per cent respectively. The increase
in road transport occurred in Europe. Road
transport declined somewhat in South
America and vessel shipments rose. While
road transport dominates in South America,
consignments are spread more evenly
between all three modes of transport in
Europe and Australasia.

Environmental aspects
of transporting
products in Europe

Since Norske Skog Logistics was established in
1999, a commitment has been made to
optimising the logistics of transporting
products in terms of both economics and
environmental impact.

Products are primarily dispatched from
the Norwegian mills in side-port ships or by
rail. Collaboration deals with a few leading
contractors have reduced the number of
transport companies working for our five
mills in continental Europe from more than
100 to five. All of the latter use Euro 3-class
lorries, and new vehicles they acquire will be
classified to Euro 4. This classification relates
to engine type and emission levels.

A growing number of lorries in' Germany
run on biofuel, and almost all are fitted with
noise-reducing equipment.

Most of our external terminals are 1SO-
certified, and most of the ports we use respect
the Green Award Certificate. This means that
vessels over 20 000 tonnes pay reduced port
fees if they hold such a certificate,

Norske Skog Logistics has worked con-
stantly from the start to reduce the number of
tonne-kilometres performed with lorries to
the lowest possible level. This has been done
by giving priority to side-port ships, contain-
ers and swap bodies, or rail for transport to
local markets before final distribution by
road,
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Investment In
waste reduction
and water-saving

aste projects accounted for

atmost 60 per cent of the envi-

ronmental investment, while

spending to reduce water con-
sumption came to roughly 15 per cent.
Thereafter came emissions to the air, noise
reductions and dealing with chemicals.
Norske Skog Parenco in the Netherlands
invested NOK 66 million in connection with
the completion of its new boiler. This work
began in late 2002, and trial operation of the
boiler began in January 2004. Total invest-
ment was about NOK 280 million, Further
spending is planned in 2005 to optimise han-
dling of sludge and other organic waste used
as biofuel for the boiler.

Recovered paper contains a good deal of
other waste which must be removed before
the recycled fibre can enter the production
process. Norske Skog Golbey in France invest-
ed NOK 22 million during 2004 to improve
separation and handling of such waste. This
spending has made it possible to utilise more
than 90 per cent of the organic waste accom-
panying the recovered paper as biofuel in the
mill's boiler. The volume of organic waste sent
for deposition has thereby been reduced by
maore than 300 tonnes per month.

Projects were launched at Norske Skog
Golbey and Norske Skog Albury in Australia
to reduce fresh water consumption, Work at
the French mill aims to permit up to 7 000
cubic metres of biologically-treated waste
water per day to be recycled through the
process, with a corresponding reduction in
discharges. Initiated in late 2004, this project

will continue in 2005 with the installation of
sand filters.

The Norske Skog Albury project aims to
reduce fresh water consumption by the paper
machine, and thereby the volume of waste
water. It is expected to achieve a cut of about
15 per cent from the total present volume of
waste water. A new cooling tower and heat
exchanger were instaifed during 2004 in the
water circulation system on the paper
machine. Work is due to be completed in 2005
with the instatlation of new membrane filters.

ENVIRONMENT-RELATED
OPERATING COSTS
Environment-related operating costs totalled
NOK 58 per tonne of product, on a par with
the 2003 figure, However, an increase in pro-
duction volume from the year before meant
that total environment-related operating costs
for 2004 rose by five per cent to NOK 279 mil-

lion.

Of this spending, chemicals for treatment
plants and sludge dewatering accounted for
almost 30 per cent, and pay and maintenance
for just under 20 per cent each. Various fees
and taxes accounted for about 15 per cent.

The remainder relates primarily to energy
costs for operating treatment plants, waste
disposal, inspections and investigations, and
analyses.

ENVIRONMENTAL INVESTMENT
ALS0 YIELDS SAVINGS
The overview of environment-related invest-
ment looks only at the cost side. However,

COsTS

NOK 157 million was devoted to environmental investments
at Norske Skog mills in 2004. The biggest spending was on
managing waste and reducing water use.

many of these investments also provide sav-
ings. These include spending on new equip-
ment which consumes less energy, Treating
discharged liquids yields organic sludge, which
can be used as biofuel and thereby reduce fuel
purchases. Other examples include better
dewatering of sludge, which enhances its
calorific value and further reduces the need to
buy fuel. Reducing water use cuts energy con-
sumption because lower volumes need to be
pumped around the system and heatcd.

’l Enwronment related costs '9
+embrace enwronmemal invéstments and |
envifonment-related operating costs, Costs
shown here are based on best est_:ma;es an_d
< on spending which we believe has primarily |
been made to ach:eve enwronmental S
’ lmprovements - T

_Envltonmental mvestments are defmed l
, 85 costs rélating ta the installation of treatment
-plants andwaste- -handling equipment, noise
. reductton energy sawng, enwronmentai
monitoring and enwronment related

r‘ rehabllltatlon' A :
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*-are_defined as the cost "of chemicals for treat-
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DIVERSITY

Tasmania has a high level of biodiversity, with a unique
flora and fauna. But several animal species native to this
island south of the Australian mainland are under threat.

. P
Environment

Backing biological

diversity

orske Skog Boyer, a substantial play-

er in Tasmania's forest industries,

has a special interest in protecting

the natural environment. The mill is
heavily involved in efforts to protect threat-
ened or vulnerable species of animal.

THREATENED BY CANCER
Best known internationally through the “Taz”
character in Bugs Bunny and other cartoons,
the Tasmanian devil (Sarcophilus harrisii}
ranks as the world's largest surviving marsu-
pial predator and is unique to the Australian
island.

Its body size varies greatly, depending on
habitat and available food, but is on average
similar to a small dog, Resembling a little bear,
the animal is black or brownish and has a
white throat patch and white spots on its
sides. Large males weigh up to 12 kilograms
and stand about 30 centimetres high at the
shoulder.

The Tasmanian devil has been wholly pro-
tected by Tasmanian law since 1941. Their
populations have flourished and, until recent-
ly, were abundant and apparemily safe.
Fittingly, the devil is the symbol of the
Tasmanian National Parks and Wildlife
Service, '

However, these animals are being threat-
ened by an unpredictable enemy - a cancer-
like disease of unknown origin which causes
facial tumours. Up to 90 per cent of some
populations have died, and the authorities are
deeply concerned that failure to halt the
spread of the disease will bring the “Tassie”
devil to the brink of extinction.

As part of efforts to protect these animals,
Norske Skog Boyer is sponsoring a captive
breeding programme for the animals at the
Tasmanian Bonorong Wildlife Park. By quar-
antining them from the facial cancer, such
programmes offer a way of ensuring the con-

tinued survival of this unique marsupial in
the island.

The mill is also sponsoring the develop-
ment of a proposed animal rehabilitation cen-
tre at the Beaumaris Zoo in Hobart, the capi-
tal of Tasmania.

ESTABLISHING RESERVES
Wedge-tailed eagles are an important protect-
ed Tasmanian bird species. As part of its
forestry operations, Norske Skog Boyer con-
ducts regular surveys of planned logging
coupes and native woodlands. Where nests are
spotted, reserves are established up 1o one
kilometre from the nest in the breeding sea-
son to protect the birds from disturbance.

A number of other endangered or vulner-
able species are found in the mill's forest envi-
ronment, such as the Australian grayling, the
grey goshawk, the eastern barred bandicoot,

: ' - \“. i
e B\

SAVING THE DEVIL: Tasmanian Bonorong Wildlife Park has launched a project to breed Tasmanian devils.

the Hydrobiid snail and cave dwelling inverte-
brates. Forestry activities take the require-
ments of these species into account to ensure
their continued survival and the maintenance
of Tasmanian biodiversity. )

B Signs of life from

Tasmanian tiger The Tasmanian tiger
is a large marsupial which most scientists'
believe to be extinct. Each year, however,,
there are about a dozen unconfirmed
sightings in remote areas of the island
state and several reported sets of tiger
tracks. Other marsupial species, such as
possums and wallabies, are abundant in
Tasmania.
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Fooo b @0 T T TALBURY. T- CUBIOBIG - BOYER': . "BRUCKT i FOLLUM Y. GOLBEY ' . PARENCO : |
Production Tonnes 262000 118 000 291 000 352 000 399 000 600 000 415000 |
[useoFenerGY =~ = . o o T T N R 'f:‘-}g,_- |
Electric power Mwhitanne 218 230 230 1.39 276 1.73 1.58
Gwh 571 m 640 489 1101 1039 657
Thermal energy Gitonne 6.21 453 8.43 479 593 4.72 5.29
I 1627 535 2453 1686 2366 1832 2195
FDISCHARGETOWATER, ¥ %, ', 707 ' L Siows foedy oy Co mie o Do CAT WS T SR s e T oy e Y
Effluent m¥tonne 10.30 37.70 46.50 12.00 15.50 9.40 10.90
1 000 m? 2699 4449 13532 4224 6185 5 640 4524
Organic material (COD) kg/tonne 4.1 273 51.2 2.6 LER 1.9 29
tonnes 1061 3N 14 899 35 4479 1140 1204
Suspended solids {55) kg/tonne 0.2 21 33 0.2 11 01 0.1
‘ tonnes 39 248 960 74 439 n 42
Phasphorous {1ot-P) gitonne 1.4 67.0 24.1 44 8.7 11.8 13.7
1onnes 0.4 7.9 70 15 35 71 5.7
i t'AlR E'M|55|DNS : N !“,1 ? Y “*- T o wr * ‘-;iil ] :\ P -a"r‘:.- ] A -. ]‘.l,"._._.e_i_'}‘*-r?‘-" _7_‘;. i‘H"'W? x\;}..;v' " '1’7 ; N -:‘ !». ji, " .TJ
€0, (fossil) ke/tonne 298 39 852 593 12 41 497
tonnes 78076 4 602 247932 208 736 4776 24 360 206 255
S S A Y A R A A R T
Waste to landfill kg/tonne 25 0 0 15 10 3
tonnes 6445 0 0 5985 6120 1204
ENVIRONMENTAL MANAGEMENT. SYSTEMS - *, " * -7 /7" 57 Wovtapo: R L RO |
Type of system* 150 IS0 150 ISO/EMAS IS0 ISO/EMAS
‘ t
o T e pISA -SAUGBRUGS - . SKOGN STETI [ TASMAN. @  UNION waLsum |
Production Tonnes 177 000 /520000 544 000 106 000 380 000 252 000 416000 '
LUSEOF ENERGY. - . - &~ Eon U L T el W T S b T e e e Ry
‘Electric power ' MWhiorme ~ 3.09 257 257 200 341 263 L
GWh 546 1337 1395 212 129 663 bose
Thermal energy Glitonne 8.60 5.52 5.60 474 9.01 5.06 57
: _ ] 1522 2870 3046 502 3424 1275 12400
IDISCHARGETOWATER ~ = -~ N R R T
Effluent miltonne 19.00 17.80 13.50 8.14 57.60 16.60 (1240
1000 m? 3363 9256 7344 2983 21888 4183 5158
Organic matenial (COD) kg/tonne 43 4.6 438 0.0 10.5 9.7 33
: tonnes 768 2376 261 0 3990 2454 {1381
Suspended solids (55) kg/tonne 0.2 0.2 0.9 0.0 26 1.6 Y S
tonnes 39 33 490 0 988 403 N
Phosphorous (tot-P) gftonne 11.7 59 129 0.0 n.r 235 ' 64 ,
tonnes 31 3.1 10 0.0 nr 59 V27
[ At EMISSIONS N A N N D Y D T - ST
€0, (fossil) Koftonne 0 91 10 0 21 .50 . 5T -
tonnes 0 47 304 5201 0 7 980 12 600 PEEAN
T S N A PR N DTSR o Gt
Waste o Landill kg/tonne 7 15 noo- 4 ‘ 36 8 J e i .
tonnes 1204 7904 11587 441 - 13490 . 1890 I a2 |
] ENVIRONMENTAL MANAGEMENT SYSTEMS . ' N T O AN Y |
Type of sysiern* ‘ 50 ISO/EMAS ISOIEMAS {2005) 150 50 ISO/EMAS

*I1S0 = 150 14001
EMAS = Eco-management and Audit Scheme
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INDEPENDENT ACCOUNTANTS'S REPORT

Independent

accountant'’s report

We have reviewed certain aspects of the
Norske Skog Environmental Report 2004
presented on pages 32 - 53 and the GRI
Index presented on pages 131 - 135 (in total
referred to as the “Report™) in the Norske
Skog Annuat Report 2004. The Report is the
responsibility of and has been approved by
the management of the Company. Qur
responsibility is to draw a conclusion based
on our review.

The Report discloses information on the
most significant environmental aspecis at
Group level. The environmental data presen-
ted in the Report are based on specific repor-
ting procedures used to collect, compile and
validate environmental data from reporting
units, as described on page 53 in the Report.
Norske Skog's reporting practice for environ-
mental reporting aligns, in all material
respects, with the reporting principles of the
Global Reporting Initiative {GRI)
Sustainability Reporting Guidelines, and the
GRI Index presented on pages 131 - 135
reflects to what extent the annual report for
2004 aligns with the indicators listed in the
GRI Guidelines.

'e have based our work on the internati-
onal standard ISAE 3000 “Assurance
Engagements other than Audits and Reviews
of Historical Financial Information”, issued
by the International Auditing and Assurance
Standards Board. Objective and subject mat-

ters for the engagement were agreed with the
company,

Based on an assessment of materiality and
risks, our work included analytical procedu-
res and interviews as well as a review on a
sample basts of evidence supporting the sub-
ject matters referred to above. We believe
that our work provides an appropriate basis
for us to conclude with a limited level of
assurance on the subject matters. In such an
engagement, less assurance is obtained than
would be the case had an audit-level engage-
ment been performed.

In conclusion, in all material respects,
nothing has come to our attention that cau-
s¢s us not to believe that:

I. The environmental aspects presented in
the Report comprise the most significant
ones at Group level,

Norske Skog has applied detailed proce-
dures for the purpose of collecting,
compiling and validating environmental
data from its reporting units for mclusron
in the Report.

3. The aggregated information accumulated
as a result of the procedures noted above
is consistent with the data reported from
reporting units and appropriately reflec-
ted in the Report.

The environmental information for 2004
reported from a sample of two reporting

4,

LR ! .
Environment

v

units visited (Norske Skog Golbey and |
Norske Skog Pisa} was reported according
to the procedures noted above and was'
consistent with the source documenratron
presented to us.

. Norske Skog applies a reporting practice
for its environmental reporting aligned
with the GRI reporting principles. The ‘
GRI Index presented on pages 131 - 135
in the Report appropriately reflects the
extent to which the Norske Skog Annual
Report 2004 aligns with the indicators
listed in the GRI Sustainability Reporting
Guidelines.

Oslo, 3 March, 2005
Deloitte
Statsautoriseret Revisionsaktieselskab

4

Preben ]. Serensen
State Authorised Public Accountant
Environment & Sustainability Services

I About the report

t The envrronmental report contarns envrron-
. mental rnformatron whrch we belreve covers
the most mlportant envrronmental aspects of
the companys actrvrtijhe envrronmental
accounts cover the wholly-owned f paper mrlls
« which formed part of the, Company as, of
3i2:2004] © .
Dara for the envrronmental accounts have -

“ been collected from the mrlls in accordance
wrth‘establrshed reporting routrnes These:, .
consrst of monrhly, standardised reporting'on
lhe most- relevant envirgnmental data, 3 well..
EH supplementarv rnformatron collected anny-*

“energy, emissions and waste- handlrng i
The figures from the: reports afe compared

I3

I and-compiled by the Corporate Environmental ¢

department into standardised monthly reports -

+ for! the Corporate Management and quarterly"
reports tothe Board. ~ "L

; ~The figures in the enviroimental report are
\compared and comprled with a view 10 presenr-

| ing the data as uniformly-and relevantly as pos?

. sible. AIthough great efforts: have been made 10
* ensure that ifformation is complete and correct
«50me uncertainty. may attach to partsof the sta-

TR e

. 5v . . '-a .

volumes consumpuon of 1 raw materrals use of o

- - E e ) E_ 'y
v o - : | iR

- issues, the envrronmental report should be relr-
. able’and quality-checked. . '
Consequently, it has, for the past nrne years
heen comrolled by Deloitte.~ """ 1
The audrtor s statement detarls the proce- .
i - dures employed and the resislts achreved In’
our oprnron these procedures rncrease the’
report 5 credrbr!rty "y t -a .i
. Within. Norske Skog moreover we can be *
more confident that the rnformatron ‘and data }
“vin the envrronmental Teport are ‘based on :
rnformatron collected and processed: systematl-' :
.ally, and that the. necessary | documerntatron ’

C3N
K

4

.

w
f
4

"

"ally* also acicordmg to’ standardrsed routrnes <[ *istical- material. As part of our effort © ensure Bt has been provrded SRl R
. - . F -
The monthly]reportmg rncludes productron; - operi communrcatron about envrronmental i e e Q - ‘_.‘; RO LR
‘ RRTY L Y N S -‘.--v"“* 3t :_ . LAY e
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Social responsibility

-

'

Palestinian youths throw stones at Israeli soldiers.
Children rob their fellow pupils on the way

to school in Norway. Young people spray graffiti on
trains in the UK. Brazilian militia kill street children,
while Nigerian youngsters lack food and medicines.

Tomorrow's newspaper readers -
Today's vandals and victims

Youngsters must be taken seriously, given an
opportunity to speak out, explain their circumstances

and be able to see a way out.

hildren and young people often feature

in the media, but normally as vandals

or victims. Few journalists stop to ask

them about how they live in and how
their lot could be improved.

If newspapers are going to reach children
and young people, they must cover more than
fragments of their lives and interests. This con-
clusion has been drawn by an international
survey of children in the media. The survey
was funded by Norske Skog through the News-
papers in Education (NIE) project, and carried
out by Norwegian professor Magne Raundalen
and NIE head in Norway Jan Vincens Steen.

“Newspapers have played an important role
for centuries in developing ideas, stimulating
people and providing a window on the world,”
the report from the international survey notes.
“The press still have this role, and much would
be pained if children discovered newspapers.
But newspapers first need to discover children.”

Adults are unlikely to develop a relationship
with a newspaper which focuses exclusively on
their mistakes and crimes. Readers - whatever
their age - need much more to recognise them-
selves, be positively surprised and feel well
informed about events in their community and
the world at large.

US journalist John de Groot claims that
—people read to learn about life and the world
around them, to expand their horizons and to
know they are not alone. Newspapers face a big
challenge in identifying what readers expect to
find in their pages, but also what they would
not expect. Without an element of surprise,
newspapers become impotent and contribute
little to development.

The survey by Raundalen and Steen found
that children and young people are concerned
about the same issues which occupy society at
large. In some countries, they complain that

the press is heavily politicised and acts as a
mouthpiece for the government. In others.
they point out that peopte know of many
important incidents which are played down by
the press. But the most widespread accusation
by far against newspapers is that they are indif-
ferent to issues which concern children and
young people, and are uninterested in covering
positive and constructive events m their every-
day life,

“It's almost moving to read how children in
every country value successes and results
achieved by other youngsters,” note Raundalen
and Steen. “They can identify with the topic
and feel a personal pride. Seeing that their safe-
ty, welfare and future are important political
issues which also occupy the press is a new and
good experience for children, We, believe that
young people, by looking beyond the headllnes
about political scandals and conﬂtcts dan
obtain a new and important view of democra-

cy

If newspapers are to succeed in attracting
new generations of children and young people,
they must be defined as readers and not least as
important members of society who also have a
voice. They must become part of the nemork
of sources for the press, and must appear in ll‘.S
columns. .

It is not enough to run pictures of stone-
throwing Palestinian youths, or stories ahout
children who steal for their daily bread. They
must be taken seriously, they must be giver: an
opportunity to speak out, explain their circum-
stances and to see a way out. ! '

Many small victories have been won in the
past year. But real progress will first be made
when the press recognise children and young
people as readers and as an important subject
for editorial coverage.
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T

Hot off the press in
Serbian schools

YOUNG READERIS

Children in Belgrade classrooms are increasingly locking
to newspapers to learn about the world around them.

Snezana Kures-Tomic, the driving force behind Serbia’s
Newspapers in Education (NIE) programme, knows that
her work — supported by Norske Skog — is paying off.

classroom full of eight-year-olds is

learning about 'HIV in preparation

for the international Aids day at one

of the aldest schools in the Serbian
capital. Recently, children elsewhere in the
Balkan country have found discarded syringes
and not realised the dang'er.

“What can we do to 'stop HIV?” asks the
teacher. “We shouldn't touch needles,” says
one pupil. Her classmate adds, “We can learn
afl about how to fight it, and then we can
make a newspaper aboutiit and hang it up on
the wall so that other children can read our
paper and learn what we've found out.”

CONTRIBUTION TO
DEMOCRACY

This small school on the outskirts of Belgrade
is hosting one of four pilot projects in Serbia’s
NIE programme, which began in 2003, For an
emerging democracy, especially one with such
a war-ravaged history, increasing access to and
use of reliable information through newspa-
per readership is vital.

The NIE programme is one of the building
blocks for assisting the democratic process,
and gaining support within Serbia for NIE has
been part of the challenge, After a recent peri-
od of government stalling, the programme

POPULAR: Serbian schoolchildren work enthusiastically with the day's newspapers.

NorskelskoglandithelWorld
e
Assaciation]of; Newspapers[{WAN)
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appears to be on track again with the appoint-
ment of a new education minister. :

“This work is very important,” says Kures-
Tomic, who has run the programme since the
head of NIE in Norway, Jan Vincens Steen,
held a launch workshop in Belgrade in 2003,
Previously a lawyer, she works for the
Association of Private Media (APM). This
organisation was started in 1997 and has 11
members, including private print media pub-
lishers and two news agencies.

AMBITIOUS PLANS
Kures-Tomic clearly believes in NIE. “This

Annyal report 04,



YOUNG READERS

gives children a tool for understanding the
world around them.”

She has ambitious plans for the pro-
gramme, organising workshops for teachers
interested in NIE and planning a cooperative
programme with a journalism school at the
media centre in Belgrade. This would allow
children to work with a journalism student
for a day.

In addition, newspaper clubs would help
teach children how to write for school maga-
zines. A host of extra-curricular press-related
activities are offered through the pilot pro-
gramme.

“What we don't have is an adequate
response from our newspapers about publish-
ing children's, pages or supplements, but I
expect that w change” says Kures-Tomie,
explaining that newspapers cooperated with
NIE to organise an exhibition for Press
Freedom Day. This presented student materi-
al with a focus on the préss.

Publishers also support the classrooms by
donating unsold newspaper copies and
organise school visits.

CONTENT VITAL FOR INTEREST
Cvejic Srdan's eight-year-old son Nemanja
has been working with newspapers in the
classroom in recent years. “He's interested in
dailies and in magazines, If we have newspa-
pers at home and he finds something interest-
ing there, he reads them. It's important for the
children to get used to newspapers as an
information resource.”

Teachers and parents notice that children
are more likely to remember information
found in newspapers than when they read
textbooks. They like to do research and find
things out on their own.

For the children, getting used to newspa-
pers can be as simple as liking the cartoons
and crosswords, or reading about a favourite
sports star.

“I like reading cartoons and stories about

@ Measurable results. A long-term
commitment to expanding the use of
newspapers in classroom teaching is
yielding measurable results, according to a
survey entitled Growing Lifelong Readers.

Carried out for the Newspaper
Association of America Foundation (NAA),
this found that 62 per cent of young
adults who attended classes where
newspapers were used as a teaching aid
regularly read a daily paper today. That
proportion drops to just 38 per cent
amang those who did not have access to
newspapers in the classroom.

“This survey shows that integrating
newspapers in teaching has a lifelong
effect,” says NAA director Margaret
Vassilikos. “Using newspapers in the
classroom motivates pupils to read them
and stimulates reading skills.”

weather and storms,” says eight-year-old
Katarina Tomic. “1 also read death announce-
ments with my grandmother, and we count
people's ages.”

“l like cartoons best” agrees Filip
Randjelovic, also eight. “But I also like to read
recipes from newspapers to my mother about
how to cook a meal or make a cake, She
doesn't see well, so I'm helping her”

For many of the children, newspapers pro-
vide their first exposure to the Roman alpha-
bet since their schoolbocks in the lower
grades all use Cyriilic,

RELIABLE SOURCES
One especially important educational issue is
learning to determine the trustworthiness of
various sources of information. Some publi-

cations in Serbia which are not members of -

APM have unclear motives and no way of
tracing their financing, which could be from
criminal elements.

These ultra-tabloids do not follow the
usual ethical guidelines for journalism and are
prone to such practices as doctoring images
without informing the reader and of giving
heavily biased “information”.

Stevan Niksic heads the Centre of
Professional Media in Belgrade, a non-profit
organisation which is trying to teach the
basics of professional standards to Serbian
journalists. He says freedom of the press has a
different dimension in post-Milosevic Serbia
than in western Europe,

“Freedom of the press belongs to our read-
ers, viewers and listeners,” he says. “It's not
freedom for journalists to viclate the rules, It's
about the right to be informed.”

Serbia has previously lacked uniform
ethical standards for journalists, but the
centre is working on that now. Financing for
the centre comes in part from the Danish
School of journalism.

“Many professionals simply don’t know
about of standards of behaviour in a demeo-
cratic environment,” says Niksic.

One of the challenges of the NIE pro-
gramme is to teach children how to be critical
towards the information they are reading,

“I have all kinds of newspapers at home,”
says Niksic. “I try to show my children why
certain newspapers are bad and shouldn't be
trusted, and why others can be trusted.”

One pupil had a suggestion for combating
Aids. “Couldn't we fight against this disease
really hard for one day, and then beat it?”" he
asked.

“They're beautiful,” says Kures-Tomic.
“They read newspapers and have an opinion
on everything!”

Social responsibility

Socially
responsible
newspapers

orske Skog sponsored a global .
study on newspaper coverage of

children in 2003, Led by
Norwegian psychologist Magne
Raundalen, this survey involved 70 school
classes in 24 countries reading newspapers
daily for one week and categorising all the

articles they found which concerned chil--

dren,
Almost a third of these stories
were found to portray youngsters as

victims, while 17 per cent could be

classified under the heading “children

are brilliant.” The school pupils who

took part said they would like to see
more coverage of children whom they
could identify with in their daily lives.

Marit Haukom, editor-in-chief of the

Tensbergs Blad newspaper and chair of

the Norwegian Editors’ Association,
admits that newspapers face a dilemma
over “children as victims” stories.

“It's part of our sodal responsibili-
ty to focus a spotlight on sodal issues
which call for improvement,” she
says. “We have to represent the
weaker members of sodety.”

On the other hand, newspapers also
seeks to carry articles which reflect the
lives of average children, most of whom
are neither victims nor exceptionally bril-
liant.

“It's important that the media make a
commitment to self-assessment over time,
look at their coverage and analyse the
angles they have adopted,” Haukom notes.

CRITICAL MEDIA CONSUMERS
In Haukom's view, the most important
issue where young readers are concerned is
to ensure that they grow up reading news-
papers and that they learn to question
sources of information.

“Teaching thern to be critical is a real
challenge. They must ask themselves, 'Can
[ believe this?' That's particularly true
today because of the amount of informa-
tion on the internet. If children don't learn
to be critical media consumers from an
early age, standards really could decline”

At the same time, newspapers
must make their information under-
standable and appealing if they want
to encourage the younger generation
to become readers.

“Children read newspapers for one rea-
son only - in order to find something
which interests them,” Haukom acknowl-
edges.
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YOUNG READERS
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The aim of th:s partnership is to train instruc-
tors who can provide journalistic guidance
and contnbute to creating readable and inter-
esting pubhcatmns in terms of presentational
techniques and layout,

Other gaals are to create a manual for
school newspapers and develop a simple lay-
out tool.

"lmpleménting this project on the scale
we're now planning wouldn't have been pos-
sible without support from Norske Skog,” says
Jan Vincens Steen, the head of NTE in Norway.
He adds that a higher profile for school news-

" papers will hopefully give pupils a good and

natural relationship with the press in general.

" COMMITMENT: Priority is being given to school
newspapers in 2005-01.

IFRA SUCCESS: The stand was visited by a number of major customers.” reports Doug Brown, head of our
sales office in the UK. “Many wanted more information about Newspapers in Education”.

Michael Heipel, head of Ifra Expo, declared
that Norske Skog had the best stand at the
2004 show in Amsterdam during October -
the biggest event of the year for the print
media. The theme for our display was young
readers.

Ifra provided us with an opportunity to
explain how we work alone, in partnership
with the World Association of Newspapers

{(WAN) and not least together with our cus-
tomers to secure new generations of newspa-
per readers.

“The stand was visited by a number of
major customers,” reports Doug Brown, head
of our sales office in the UK. “Many wanted
more information about Newspapers in
Education. This is our best-ever sponsorship
project”

Prizing commitment to young

The World Young Reader Prize for 2004,
sponsored by Norske Skog, was awarded to
The West Australian and The Telegraph of
India. To qualify, winners must have done
something exceptional and innovative to
attract young readers.

The West Australian has used its holiday
section to teach young people about the
world. This project has been fun and success-
ful, and doubled sales of the paper to schools,

For its part, The Telegraph of Indin has
published a separate weekly paper called The
Telegraph in the Schools which gives young

readers an opportunity to write about sub-
jects that interest them.

The prize was awarded on 25 November at
a conference in Lisbon which attracted 475
editors and marketing managers from 75
countries,

PRIZED: The World Young Reader Prize for
2004 was accepted by Lynne Cahill {left),
Newspapers in Education coordinator for
The West Australian, and Rupamala Singh,
who is responsible for The Telegraph in the
Schools.

readers
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commitment

tojyounglreaders
D Semih Amartc

Norske Skog and the
World.Association of
Newspapers (WAN)
organised a seminar on
newspapers in classroom
teaching at the end of
September 2004 in
cooperation with the
Brazilian Association of
Newspapers and the
Inter-American Press
Association.

The major Brazilian papers O Globe and O
Dia hosted the meeting, which attracted more
than 60 journalists, teachers and educational
experts. They shared experience from many
countries, including Paraguay, Honduras,
Argentina, Ecuador, Brazil, Mexico and the
Dominican Republic.

We were represented by André Arantes,
marketing and business intelligence manager
at Norske Skog Curitiba in Brazil. He present-
ed our involvement in Newspapers in
Education, and the way this work can help to
develop reading skills among children and
young people. His preséntation also empha-
sised the importance of developing newspa-
per content so that it strikes a chord with new
generations of readers.

HONCURABLE MENTION
All the newspapers in Brazil received an hon-
ourable mention and a collective prize at the
World Editor and Marketeer Conference in
Lisbon during November for their active
commitment to young readers.

"WORLD CONFERENCE IN ARGENTINA
We and the WAN will be giving priority to
NIE in South America during 2005. One of
the main events is the World Young Reader
Conference, due to take place on 18-21
September in the Argentinean capital of
Buenos Aires.

This meeting is important for sharing
knowledge and ideas about ways to secure
new generations of newspaper readers. Recent
surveys of reading habits among children and
young people will also be presented.

We intend to play a very active part in the
conference.

www.norskeskog.com NeWS

Social responsibility,

B News for kids The Kidsweek newspaper, published in the
Netherlands for youngsters in the 10-15 age group, has been backed since
it started in 2003 by Norske Skog's sales office in Amsterdam. Printed on
our paper, its circulation has reached almost 30 000 copies. i

Special issues are published from time to time, and one was recently
circulated to 9 500 schools throughout the country. We were presented over
a whole page. The schools also received a CD-rom about newspaper
production and related subjects.

“KidsWeek is partly staffed by young people from the target age group,
who knows wkat preoccupies young people today,” says Chris Wiegers, our
sales and marketing manager for the Netherlands.

[ | Popular Passport Norske Skog has barked the developmed of a
reader's passport as part of our cooperation with Newspapers in
Education. The goal is to introduce and reinforce the idea of using news-
papers in classroom teaching.

A total of 15 000 copies have been circulated to Norwegian schools. .
The passport is set to be extended to the rest of the world during 2005, '
and has already been tested in Ghana, South Africa and elsewhere.

The passport contains a number of exercises relating to subjects cove-
red by and pictured in newspapers. When the passport has been
completed, the owner receives a diploma. This was signed by Nelson
Mandela during the trial run in South Africa.

I
B In company with the president Norske Skog was very
visible when the Association of Brazilian Newspapers celebrated its 25th’
anniversary in September. In addition to a stand at the event, our
executive vice president Antonio Dias addressed the meeting. The princi;
pal speaker was Brazilian president Luiz Indcio Lula da Silva. '

In addition, the young reader prize was presented by André Arantes,
marketing and business intelligence manager at Norske Skog Curitiba. The
delegates, who numbered more than 300, also received a brochure entitled
We invest in your growth. The final section of this publication is'devoted to
Newspapers in Education.

M Indonesia involved The Newspapers in Education (NIE) pro-
ject was established in Indonesia during January 2004 by the national
association for newspaper publishers in association with the World
Association of Newspapers and Norske Skog. . )

During the year, NIE visited seven Indonesian towns in order to spread
a shared understanding of the need to establish and develop reading habits
among young people. Cities visited were selected on the basis of their num-
ber of newspapers, the level of enthusiasm among educators and govern-
ment authorities, and the interest and commitment displayed by local
media. ‘

NIE is also established in a number of other Asian countries, including
India, Japan, Korea, Thailand and Malaysia.

W Adding value for our customers The first Norske Skog
seminar on young readers in the Netherlands was a great success and an
investment in the future. It was prompted by our concern about and inte-
rest in future generations of newspaper readers. Editors were invited
together with marketing staff from all the main Dutch publishers, )

“It was almost as if this programme offered something people had been
unconsciously seeking,” says Marleen Qoms at Norske Skog Parenco. She
organised the seminar together with Chris Wiegers from our sales office in
the Netherlands. ' : ‘

Many participants have used the presentations given at the seminar in
their own management and strategy discussiens. ‘

“We've definitely contributed to the debate on how to attract young
readers and add value for our customers,” concludes Qoms. '
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Painful resetting to zero

m

HEALTH AND SAFETY

A long period without injuries gave the Norske
Skog Bio Bio mill in Chile a false sense of security.
And then two serious accidents happened.

GOOD EXAMPLES: Three of the first safety coaches at Norske Skog Bio Bio (from left): Miguel
Sanchez, Rina Vidal and Juan Carlos Herrera.

he employees had just celebrated 16

months without lost-time injuries when

the first sericus accident happened in

2003, A fatal incident followed in June
2004. Employees reacted with shock and disbe-
lief.

“We had safety measures in place with
customised rules at each workplace, but these
accidents happened all the same,” says Elias
Valenzuela, who chairs the health and safety
committee at the mill.

“We've now got to start all over again. Our
vision is a workplace where accidents never
happen. Best safety practice is an important
issue for Norske Skog to address as a global
company.”

It is difficult to continue working while
grieving the loss of a good colleague.

Employees at Norske Skog Bio Bio are
working their way through the pain by focus-
ing even muore strongly ori safety.

" INVOLVING
Twelve of the mill's managers listen intently as

consultant Juan Carles Diaz lectures on the
behaviour-based safety programme. The room
is cool. Several people wear jackets emblazoned
with the slogan “One Year Without Accidents” -
a reminder of happier times.

‘ ‘ I've learned that you

can never be too careful.
We need procedures, warning
systems and safety routines.

Safety has become a collective benefit. It
works the other way, toe. The consultant keeps
getting input from the audience. They are so
eager to get on with the work you can feel the
tension.

The 12 are training to become safety coach-
es. When they have completed the course, they
will train another 50 coaches, who in turn will
continue training others. Every employee at the

mill will eventually be a safety coach.

“Rules, regulations and courses haven't been
enough,” says fuan Carlos Herrera, one of the
first coaches. “That's what the accidents have
taught us. This pyramid of safety coaches will
generate a cultural change. Everybody will be
trained to observe and correct unsafe behaviour
by their co-workers.

“It may feel uncomfortable to begin w1th
but I believe this is one of the strategies we've
got to pursue in order to fulfil our vision of no
more accidents.”

ALL AFFECTED
“If an accident happened 30 years ago, it was
hushed up and work continued as normal the
next day,” says Victor Solis, who has been wﬂ.h
the mill for 41 years and is currently foreman
on PM L.

“It's the other way round today. We're all
affected by an incident. And every‘thing is being
done to prevent it happening again”

The veteran believes that a good safety
record can lead to a false sense of security, and
persuade some people to adopt a more relaxed
approach to the problem.

SAFEST
Electrician Roberto Manriquez is always elected
to represent employees on the H&S commlttee
at Norske Skog Bio Bio, and has also been
named as the mill's safest operator for 14 years
running.

Manriquez’ behaviour is calm and cautious,
His colleagues sometimes teased him for being
much too safe. After the accidents, that has nat-
urally changed. '

“I've learnt that you can never be too care-
ful,” he says. “We need procedures, warning sys-
tems and safety routines. That's human nature.”

Manriquez speaks from experience. Twenty-j
five years ago, he suffered an electrical shock
and burns when changing fuses in the mill.
Luckily, he was unharmed. I

“Another accident happened when the fam-
ily and I were hit by a train when crossing the
railway. tracks by car. That was very dramatic,
although it ended well. Those two incidents
have taught me always to think safety, whatever
I'm doing.” '

In other words, it is no coincidence that

&0
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HEALTH AND SAFETY '

Manriquez has become the safety-conscious
operator he is today.

Now Norske Skog Bio Bio is doing its
utmost to become our safest mill.

LEARNING FROM ACCIDENTS
“Every accident is a tragedy,” says Jens Borge,
our vice president for health and safety. “When
they nevertheless happen, we must learn from
them in order to avoid new incidents. That's
why we're introducing a common global plat-
form to endorse this training.

“We've succeeded in identifying the direct
causes of incidents. With accident investigation
training {AIT), we'll be taking a step further
towards find their underlying reasons.

“A pilot project has!been completed in
Europe. Australasia and South America are next
in line, and all our mills will have implemented

FALSE SECURITY: "A good safety record can
provide its own hazards,” says Victor Solis.

AIT by the first half of 2005

*This common platform will ensure sharing
of best practice between the mills and make it
easier to establish the underlymg causes of acci-
dents. Measures can be mtroduced faster and
new knowledge made available to everybody”

Barge can report that |both feedback from
and response to the pilot pr()Ject are positive.

“The new mvestlgatmn manual is a kind of
'bible’ for this work. It includes a common tool
for analysing accidents, We've stressed making
things as simple as possible. The result is a new
instrument to make it easier to learn from acci-
dents and prevent new ones”

Looking out
for each other

M bz

Sickness absence has stabilised at just over three per cent at Norske
Skog Saugbrugs in Halden, Norway, and no lost-time injuries have
occurred there for more than 18 months. This is no coincidence. The
mill has responded seriously to the Take Care - 24 Hours programme.

ealth and safety are a top priority at

Norske Skog, Our mills had a lost-

time injury frequency per million

working hours of 1.4 for 2004. This
result is top class, even by international stan-
dards.

Jens Borge, our vice president for health
and safety, attributes it to a systematic and
purposeful commitment in this area over a
number of years. The contribution made by
the workforce has been crucial for the per-
formance achieved. The platform is the Take
Care - 24 Hours programme, which has got to
grips with our health and safety challenges
through a broad set of instruments. Norske
Skog Saugbrugs is a good example of what can
be accomplished.

“We faced up to the challenge here as early
as 1999,” explains Magnar Pettersen, head safe-
ty delegate at the mill. His comments are
backed by chief shop steward Martin Petersen
and Solveig Setorp, head of the local keep-fit
programme.

“Prompted by disturbingly high sickness
absence, particularly in certain departments,
we joined forces with the management to
introduce an exercise programme twice a week
in working hours, Three physiotherapists were
hired as coaches. This veluntary measure
yielded encouraging results almost at once.

“An unused part of the mill was converted
into a fully equipped gym for organised exer-
cise, where people can train individually at any
time of the day which suits them. It's always
open, which is important at a mill based on
round-the-clock shifts. Employee families are
also fully entitled to use the gym.”

“In addition, we've pushed for a change in
the self-certification system for sickness
absence,” says Mr Pettersen. “Such certification
can normally be used for up 1o six three-day
absences per year. However, employees here
can use it three times a year for up to eight
days, or for 24 individual days of sick leave.
Qur short-term absence now ranges between
0.8 and one per cent - a significant reduction
compared with a few years ago.”

Combined with the measures available
under Norway's inclusive workplace scheme,
which Norske Skog Saugbrugs was the first
mill to join, this ensures a strongér focus on

sickness absence. Those who call in sick are fnl-

‘lowed up in a different way than before, The

whole approach is characterised by the conceplt
of looking out for each other, and lays the best
possible basis for getting people back into full'
or part-time work as quickly as p0551ble
“Green” prescriptions, which detail various
types of exercise, are also used to prevent ill-
Ness. |
“And we mustn't forget our 12 simple rules
of everyday conduct towards each other,” adds
Pettersen. “That's very important for the psy:
chosocizl environment at the company. Being
polite and showing concern for our colleagues
help to make our working days brighter and
better.”
Looking out for each other both during and
after working hours is an important maxim at
all Norske Skog mills. . !

TR AT R RS 07 TR DA L AT RS Tl

B Rules of everyday conduct
1. Be polite !
2. Think positively
3. Take the initiative - it's okay to
make mistakes
. 1t's okay to be happy '
. Look out for your colleagues
. Talk to your colleagues - not about
. Listen to your colleagues
. Value what others think .
. Share your experience with . !
your ¢olleagues \
10. Have you praised a colleague today? .
11. Help your colleagues, and you'll be
helped in return
12. Don't get frustrated look for solutlons
I
B The inclusive workplace scheme is
based on the view that the workplace should
serve as a main arena for efforts to prevent
unnecessary sicknéss absence and exclusion |
from the labour market. . |
We have signed a letter of intent which
commits us to customise jobs for personnel
who can no longer function/work as much as
before, and to facilitate the recruitment '
and/or retention of older people. Sick |
employees are followed up better, and greater!
weight is given to the amount of work each :
person can actually manage.

W~
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HEALTH AND SAFETY

Historic low for sickness absence

Employees have been at work for 96 per cent of the available
working time, with sickness absence cut by a fifth from 2003
in a number of units. Almost no personal injuries, with or without

lost time, have been reported.

orske Skog's health and safety

results for 2004 are the best in our

history. This has been achieved

despite current change with the aid
of well-established routines and procedures
plus good tools and able employees.

“We've seen a fantastic improvement in
results,” says Jens Borge, our vice president for
health and safety. “Sickness absence has
declined in step with the lost-time injury fre-
quency per million working hours. There are
many reasons for this performance. We've suc-
ceeded in establishing a proprietary attitude to
the processes, while simultaneously improving
and customising the necessary health and safe-
ty tools and procedures globally.

“The course mapped out by the board is
unambiguous, as are our corporate health and
safety directives. And the organisation has fol-
lowed up with activities which have boosted us
towards lasting positive operations. All build
on the foundation provided by our nine stan-
dards and strategies for health and safety in
the future.”

ABSENCES REDUCED
OQur average sickness absence was 4 per cent in
2004, compared with 4.4 per cent the year
before. Both short and long-term absences
showed a marked reduction, although the fig-
ures are generally rather higher for Europe
than in Australasia and South America.

Many of the measures adopted outside
Norway are also based on the Norwegian
inclusive workplace scheme. The 2004 trend
saw a decline in sickness absence by more
than 20 per cent in a number of units. We wit-
nessed a reduction both in units where
absences have traditionally been low and in
those where it has been high. This gratifying
trend provides fresh confirmation that a
stronger focus and good, planned work yield
results.

Several initiatives were taken at the begin-
ning of 2004 to reverse the negative trend seen
earlier. Key aspects of these were a stronger
focus, involvement of employees and union
officials, a better structure and a more
planned approach to prevent lost-time
injuries and to follow up each person.
Implementing measures on the basis of cross-
group experience and knowledge is an impor-
tant element in our improvement strategy.
Our commitment to reducing sickness
absence provides a good example of the posi-
tive results which can be achieved with such
an approach.

RESPONSIBILITY ‘

An important and crucial requirement for
success is that the organisation and line man-
agement accept responsibility, and that every
employee believes all accidents can be avoided.
Expressing such a conviction in 10 local lan-
guages cannot be misunderstood, and is cru-
cial for a good result - the same message, the
same understanding.

Well-developed employee/management
cooperation bodies at mill level, along with
regional health and safety networks for man-
agement and organised safety work, help to
transfer best practice. Our in-house Synergi
reporting and analysis tool has been a critical
success factor here, All the wholly-owned mills
were incorporated in this experience database
during 2004, allowing collaboration between
themn to be further developed.

Proprietary attitudes and good results are
not achieved automatically. Education, train-
ing and exercises are important requirements
for reaching our targets. And 2004 was no
exception. Our new in-house education pro-
gramme started showing results. Further devel-
opment and local customisation of the compo-
nents in an otherwise well-filled toolbox
helped to maintain focus and concentration,

We have professional personnel who pur:
sue health and safety locally, well-organised
safety work and union officials, All do a great
job, but can nevertheless only help ensure that
each employee enjoys the right frame condi-
tions for a good working environment,

Health and safety issues are not confined to
our own employees. Sickness absence and
undesirable incidents reported by our sub-
contractors show that we jointly solve shared

- Health and safety standard y

.! Leadershlp commitmentand ]
" involvement " - \

| Employee banicipation and safe
- working behavior
8. Training and expertise

_ Risk analy5|s and ‘management
- ‘Management systern for supervision, -
#, audit and Inspection :
W Measurment H&S level and reporting.
B Emergency preparedness and response
= Contractor health and safety * -~
(]

“Health - . o

o
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HEALTH AND SAFETY

challenges. Contractor personnel must
observe the same rules as our permanent
workforce.

RISK ANALYSES

The correct‘ly-dimensioned emergency
response organisation at all our mills is as
important as i}being proactive and thinking
prevention, They may vary somewhat in com-
position and size, but all are based on detailed
risk analyses, |

Prevention ‘and preparedness are two sides
of the same coin. Every day, we handle tonnes
of different chemicals which can represent a
high risk both'separately and collectively. Our
job is to control this risk and to maintain an
acceptable emérgency response to it. Extreme
standards of orderliness and tidiness are cru-
cial not only for reducing risk but also for
bringing an undesirable incident under con-
trol should one occur. “Green mill outside,
white inside” has become a concept with us,
reflecting our self-imposed requirements for
tidiness and order. “Good housekeeping
means safekeeping,” em phasises Borge.

TAKE CARE - 24 HOURS

Despite a fantastic year, the fatal accident at
Norske Skog Bio Bio will always serve asa trag-
ic reminder of how important it is never to sit
back and be satisfied with the results achieved.

As part of our efforts to maintain a strong
focus in this area, we have created a health and
safety calendar. For every month, a mill has
been challenged to present a health and safety
topic. One of the principal messages has been
that safety is not something you only think
about at work, but must also be borne in mind
around the clock.

The motto is: Take Care - 24 Hours,

performancer

As a result, the mill's health and safety com-
mittee assembled a team to focus on a reduc-
tion in the number of manual handling
injuries across the site. That team reviewed
and presented a variety of pro active and
innovative initiates designed to realise this
goal,

A review of the mill's manual handling
recent history revealed the finishing end of
the paper machine should be the team's ini-
tial focus area. Data analysis showed most of
the injuries in this area drose from the physi-
cil movement of reels of newsprint across the
floor. One of the solutions implemented was
a air-driven “easy walker” for moving reels.

Another significant action was a complete
review and modification by the operators in
this area of their standard operating proce-
dures around the movement of reels.

The introduction of on-the-job manual
handling training for employees by a local
physiotherapist also proved highly successful.
He not only conducted classroom sessions
but alse went into the workplace to physical-
ly demonstrate safe manual handling tech-
niques to employees on a one-on-one basis.

Since the start of this program two years
ago, Norske Skog Afbury has seen manual
handling injuries reduce from an average of
20 a year to around two.

Positive attitude safety system

The positive attitude safety systern (PASS) was
rolled out at Nerske Skog Boyer during 2004.
This system focuses on behavioural safety and
asks everyone .to consider what they have
done for safety the previous day and what
they will do for safety today. The system is
built on encouraging positive feedback to be
given to those who are working safely or who
makes suggestions to make the workplace
safer. It also encourages everyone to look out
for fellow employees.

All work groups at Norske Skog -Boyer
are involved in a PASS meeting every day.
Some employees have volunteered as PASS
Champions and their role is to ensure
everyone remains focused on having a posi-
tive attitude to safety and finding opportu-
nities for positive feedback.

It's a system which is obviously working
as the lost time injury frequency per million
working hour at Norske Skog Boyer was
zero in 2004.

WWw.Norskeskog.com N EWS

|Social responsibility

[® Austrian gold Norske Skog |
Bruck won the gold trophy presented
by the Austrian province of Styria for.
its health initiatives. This was the third
year in a row it received the award,

@ Award for health and
safety Norske Skog BoyerJ was the
proud recipient of the 2003 Norske
Skog president's award for health and
safety this year. Mill manager Ernte |
Hacker and employee representative
Chris Young received the award on
behalf of the mill during CORE 2004 -
at Lillehammer. . ;
[ Training for forklift drivers
A survey of forklift truck drivers at
Norske Skog Golbey in France showed
that most of them suffer from back
problems. A physiotherapist was hired
to teach them appropriate stomach |
and back exercises. After 15 hours of
such training, most of the problems
were history. f

Il Breaking the habit-

A growing number of Norske Skog
employees are breaking the tobacco
habit, At the Norske Skog Pisa mill in ‘
Brazil, for instance, a large number of .
personnel have joined the quit-smo- '
king campaign. And 70 per cent of
employees who signed up for a course
at Norske Skog Golbey in France have:
managed to give up, '

0l Dire Straits A seven-eight
minute exercise session is conducted
every day in the headquarters sales and
marketing department to the music of
Dire Straits. This helps to stimulate the
circulation, and prevents siiffriess and '
back problems.
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Diversity more
important than gender

management.

ore women have acquired senior

positions here over the past five to

10 years, says Kvam. “It's 1 natural

part of the changes in society, and
is positive”. She and Borchgrevink were
appomted vice presndems in 2004. Ravlo is the
new mill manager at Narske Skog Follum.

Borchgrevink became vice president maga-

zines on 1 February, having previously worked
on bu.smess development. Kvam was appointed
vice preSJdent legal on, 1 August, and Ravio
took over as mill manager at Norske Skog
Follum on January 2005,

T VIEWS DIFFER
Kvam and:Borchgrevink both have law degrees,
while Ravlo graduated’ in engineering and
joined us 'm 1999. Their views differ on the
issue of strengthemng women's role in man-
agement.

Neither Kvam nor Ravlo are concerned
about the igender issue at work. “I've never
found it's: been a problém for me at Norske
Skog,” says Kvam, who has been with us for 10
years.

“I'm sceptical about Lhe idea of a quota sys-
tem, | thmk appomtments to directorships and
any other posmons should be based on merit
and professional skill rather than on gender.
But 1 can also see that women's career oppor-
tunities aren't the same as in Norway in some
other cultures, 50 a quota system may be neces-
sary.” '

Ravle agrees.“Gender is unimportant in the
workplace. But it’s a natural and positive trend
that women are assuming management posi-
tions in Norske Skog. I'm sure we'll see more
women in due course. I'e had many positive
expenences as a manager here, and have learnt
that opportinities always exist for people who
want a career. You get new challenges as long as
you work hard and show that you can find
solutions,”

She emphasises the importance of feedback
and the expenence she has accumulated in her
career, “I've always had new challenges to work
on, and have received much encouragement
and support from my superiors. ['d never
dreamt of becomlng a mill manager, but have
been gmded_m that direction over the past cou-
ple of years:]

Ragnhild Borchgrevink, Anne Kvam and Wenche

Ravio all acqmred new managerial roles in 2004,
Collectively, they bring new perspectives to senior

EMPLOYEES

B Committed to equal opportunities
Norske Skog Boyer has focused on equal opp-
ortunities at work for several years. One initiative
aimed at involving women in the workforce seeks
to recruit them to non-traditional roles. The
Australian mill employs women in its production
facilities, and has female apprentices and graduates.
Although women account for only seven per cent of
the workforce, three of them are among the eight
mill employees who have participated in the
Leadership in Norske Skog {Lens) programme.

CONSCIOUS: Wenche Ravlo {left), Ragnhild Borchgrevink and Anne Kvam are also cons._clous of
the commercial value they and other women contribute to Norske Skog's management.

However, Borchgrevink is a proponent of

quotas and emphasises the importance of a
management which embraces many different
types of people - widening the issue of inclu-
siveness beyond mere gender.
“I think T represent 'diversification’ in many
ways,” says Borchgrevink, who joined us in
1997. "We need different voices in the choir”
She points out that the corporate management
is now more international than ever. “The dif-
ferent nationalities and backgrounds repre-
sented among our senior executives create
diversity.”

FAMILY VERSUS CAREER

The tssue of family versus career is often raised
when discussing how best to ensure that
women stay motivated to accept management
positions. Mest women with families are much
less willing than some of their male colleagues
to take extended business trips and work long
hours.

One way of overcoming this problem, Kvam
says, could be to have a flexible salary and
bonus system. This could perhaps let people

forgo the usual status symbol of a company car
for more practical benefits, such as a paid
domestic cleaner or a nursery school place.

“But you don't have to be Superwoman to
become a manager’, Borchgrevink contends. “I
think a woman can combine family and career,
but you do have to make a few choices in your
life. You can't be good at everything. And |
believe many career women would benefit
greatly from sorting out the unimportant stuff .
and letting it go.”

Asked for the secret of becoming a female
executive, Borchgrevink says, “I don't think
there is one. No magic formula exists. It's part-
ly about being proud of what you do and about
maintaining the curiosity to learn more. You
also have to be visible to some extent. Simple
things such as having a positive attitude and
wearing a smile are 2 huge advaniage!” '

All three are confident of the commercial
value they and other women contribute to our
senior management. ,

Says Kvam, “We bring different things to the
table. We have different references. This total
package makes the company better”
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responsibility

Socnal

More women in senior posts

| . . . , :
Norsk? Skog is working actively and consciously to recruit
more women to our ranks and to senior positions. We can point

toa number of important developments during 2004 which

underlme this commitment.

or lhe second year in a row, we have

nommated women to Female Future

(see’ below). A total of 17 of our

employees have so far completed this
programme. We will also nominate partici-
pants in 2005,

Norskel Skog Follum has appointed its
first-ever female mill manager and human
resources manager.

Another Norweglan mill, Norske Skog
Union, acquired a female section manager for
raw matenials Wwho became the third woman
on its munagement teamn.

At 31 Delember 2004, 71 of the 172
employees: atl headquarters in Oslo were
women (41 pehr cent). Of these, 26 occupied
senior positions.

Norske| Skog Skogn and Norske Skog
Saugbrugs, both in Norway, reported a high
pmportionI of female apprentices. At the first
of these rmlls this reflects a long-standing col-
laboration wn.h the school system to promote
our group and the opportunities we offer.

GLOBAL COMPANY
We are a global company with employees in

15 countries on five continents. Regardless of
where they live, all these personnel enjoy the
same opportunities and rights. That reflects
not least the global agreement we have with
Norway's United Federation of Trade Unions
and the International Federation of Chemical,
Energy, Mine and General Workers (ICEM).

Different countries and cultures pose vary-
ing requirements where equal opportunities
are concerned.

EQUAL OPPORTUNITIES
Since we have traditionally belonged to a
male-dominated industry, our workforce
includes far more men than women. The
same also holds true of senior management,

Most of our employees have their pay set
by a combination of centrally-negotiated and
local special agreements, which are all gender-
neutral. Pay is determined on the basis of a
job's responsibility and its holder's actual
competence.

We want to be an attractive place to work
for both genders, and accordingly offer a
broad range of continuing and further educa-
tion opportunities. When nominating

X b ngsl Wt gty ‘u-, ERvi
. Norweglamlaw requlres listed -

P T A AL R A

}g)mpﬂmes torreport onfequal opp(‘:‘urtum

ore .
HestThis amc]e is based on OUf: Norueglan_

and standards in many dreas which supple-
ment. prevallmg laws and agreements.

employees for management development
courses, we seek a good gender balance.

All our mills in Norway are affiliated to the
inclusive workplace agreement.

RECRUITMENT

Traditionally, few women have applied for
jobs in the pulp and paper industry. We regard
this as a challenge, and work actively to ensure
that we are also an attractive place for women,

Recruitment efforts embrace a broad range
of measures, from mill visits to taking on
apprentices and support for completing high-
er education. We also work actively with the
school system 1o encourage interest in sciencé
subjects and to establish chemical technician
courses at colleges of further education.
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Social responibility

[EMPLOYEES

[ ] Oui goals in 2005. .

(1. Further develop and wnplement
management development pro-'
grammes which quahfy women and
- men forg senior p05|t|on5

2. Nommate at least three employees
for Fema!e Future "*' . :

F
3. Work: conscmusly to recrust more
‘; women! u R SR

i+ 4. Work’ actlvely and ;ystematncaily

I to0 strengthen the recruitment base
for process \mdustry at every level
from prsmary school 10 university. -

. -
w

) S

1

Norske, Skog Follum can report a fine
example of such collaboration as one of the
initiators of the TeknoBuss Ringerike project.
Backed by non-traditional modes of teaching
and educational experiments, this mobile unit
is intended to inspire girls and boys in pri-
mary and secondary schools to study technol-
ogy and science subjects.

We beheve that the transition in Norway
from a trade certiftcation for pulp and paper
to one for!a chemical technician offers many
benefits. The new qualification is broader and
more practlcal less tied 1o a single industry,
and expected to be more attractive to both
genders,

Norske | Skog Saugbrugs is serving as a
“demonstration company” for the new quali-
fication inl2004-06. This mill has long been
noted for i its systematic efforts to improve the
quality of trammg for its apprentices. It has
also worked actively to recruit young people
for and motivate them to pursue skilled trades
which have faced recruiument difficulties.
Norske Skog Saugbrugs aims to contribute its
experience :and support to the development of
continuing and further education.

FEMALE FUTURE
The Confederatlon of Norwegian Business
and Industry (NHO) launched Female Future
in 2003 with the aim of helping its members
to increase{the number of women in senior
management and on their boards,

We were the first company to sign up to
this programme Through a letter of intent,
we have undertaken to identify, qualify and
nominate at teast three female candidates.
Seventeen of our women employees have par-
ticipated in, ' the programme since 2003, They
have had dlfferent backgrounds and experi-
ence, and hall from different parts of the busi-
ness. We w:ll also nominate candidates for
Female Futiire in 2005.
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Social responibfiliti(
Training in
brotherhood

Wolfgang Zielonka from Germany and
Norway's Johan-Erling Jansen are two of
14 lucky apprentices who have had the
opportunity to visit each other's mills,

xpectations were high when Zielonka and five other trainees

from Norske Skog Walsum arrived at Norske Skog Saugbrugs in

the late summer of 2004. And sure enough, the group was

reunited with Stafsengen, Jansen and seven more Norske Skog
Saugbrugs apprentices who had made their own earlier visit to the
German mill.

Part of an EU vocational training action programme, this exchange
aimed to give the apprentices a broader perspective on their education.

“Learning from each other is important in our group,” explains
training manager Jan-Ake Fredén at Norske Skog Saugbrugs. “We still
haven't derived the full benefit of being represented world-wide. So this
clearly marks the start of a fruitful cross-national collaboration.”

He feels the social aspect is as valuable as the technical. “It's obvi-
ously instructive to experience a different environment and to see other
ways of doing things. But it's also important that these young workers
get to know each other.”

POSITIVE
The apprentices themselves feel they have gained many positive impres-
sions from visiting each other, and believe they have much to learn
from this exchange.

“My stay has absolutely lived up to my expectations,”
Zielonka. “And we've had a lot of fun together”

But the programme was also demanding. During the day, the
apprentices had a number of lectures and guided tours, while many of
their evenings were devoted to cultural activities. They also had some
interesting excursions. The Germans went to suppliers such as Wallberg
at Halmstad in Sweden and customers like Hjemmet Mortensen's
printing works in: Oslo. And the programme in Germany included v1s-
its to Voith Papier in Krefeld and Heimbach in Diiren.

The exchange cost both time and money, but Fredén is convinced
that this investment will pay off in the long run. “These young people
have become good colleagues - some of them even friends. The thres-
hold for future contact has been lowered, and that's sure to be impor-
tant in the future”

r A

H Norske Skog's policy “Exchanging apprentices between
mills represents an extension of similar programmes for operators
and cther employees,” explains Axel Thuve, vice president for
human resources, “These schemes build to a great extent on col-
laboration across mills, functions and units. We believe this will give
us a competitive edge over time, It's also important for apprentices
ta learn from the very start of their career that their mill is part of a
large group and that they have colleagues who face the same chal--
lenges.”

reports

M Leonardo da Vinci This EU vocational training action pro-
gramme embraces Norway through its membership of the
European Economic Area (EEA). The overall goal is to help make
industry more efficient and competitive, ensure high quality in all
production of goods and services and boost employment, while
praviding companies and institutions with good and appropriate
expertise,
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Vice president, Corporate funding and treasury senaces

Lens was a good pro-
gram, which has contri-
i buted both to my perso-
nal and professional
development. The pro-
gram underlines our
core values and is very
important as it helps to
build a common Iea-!ershnp culture through-
qut the group.

M Chris van Zijl
Managing director, Nn’;;ke Skog Hofland

Lens is an excellent
opporturity for net-
working within the
region and between
different disciplines,
which creates a totally
% different understan-

) ding for each others’
working enwmnmen and the sometimes dif-
ficult situations othels are confronted with.
Lens also makes you aware of your own
strengths, but perhaps more importantly, also
of your ewn weaknesses, which enables each
of us to improve ourselves,

B Fernande Vidal

HR manager, Norske S:.og 8io Bio

Lens is a significant
contribution te develop
the management team
in South America.
Waorkshops focusing on
personal improvement
plans were useful tools
easily to apply with
clear and quick results of people who parti-
cipated. We related {the teadership training
with discussian around the future of Norske
Skog in Seuth America.

M Jane Hanna
HR and commun'tation;adviw. Narske Skog Boyer

] The focus on good

people management

and communication is
an excellent message

for Norske Skog to

{4 promote to its

current and future

, leaders. It provided me

a great opportunity to think about what

{eadership means.”

!
i
i

EMPLOYEES

Good leadership and
motivated employees

Leadership in Norske Skog (Lens) and the Spirit of Norske Skog
(Spirit) are two key programmes which take an aggressive approach
to infusing our employees with the knowledge and commitment
needed to fulfil our vision of recognition as a world leader in the

paper industry.

Our vision sets ambitious
goals for the future, We
believe that good leader-
ship and motivated
employees are clear
requirements for reach-
ing these objectives.

“Lens and Spirit are
intended to ensure that all
emplovees have a com-
mon base and are as well
equipped as possible to
help ensure that we're
recognised as a world
leader in the paper indus-
try,” says Ole Steinar Mjell,
vice president for manage-
ment and organisational development. These
programmes ate customised for our needs, and
based on requirements and wishes defined by
managers and employees at various levels,

Lens is a management development pro-
gramme with a special focus on organisational
progress, teamwork and managing human
resources, Good management builds on our
leadership principles and is crucial if we are to
meet our goals efficiently and motivate our
employees. We want to establish a common
management platform across cultures and geo-
graphic boundaries. Through Lens, we also
want to stimulate each manager to think con-
stantly about improving results by being able
to lead processes which create value added for
co-workers and the group,

The programme is designed for use by
multidisciplinary groups which work to devel-
op their leadership skills through individual
study, meetings and study. groups. Lens pro-
vides a dynamic learning process related to

WITH SPIRIT: Senior vice president Jan Clasen presents Spim to the
corporate management.

each participant's day-to-day activities. It has
so far been completed by roughly 100 man-
agers.

Spirit represents a mobilisation for vigorous
organisational development. Through reflec-
tion and discussion, we want to create a shared
understanding of what Narske Skog stands for,
With this programme, we are building a pro-:
prietary attitude to our corporate vision, val-
ues, goal and strategies. It is important that
everyone shares an understanding of where we
are heading. We also want to be clear about
how we are going to get there, and what is
demanded of each employee and manager. ,

The response to Lens and Spmt from our
organisation has been excluswely. positive.
Although we embrace a number of cultures
and languages, a strong desire and need has
been expressed for creating a commeon identity
across national boundaries and cultures and
for communicating and building on each
other's best practice.

M Our management principles

Visible leadership
B Set ambitious goals and delegate
effectively through coaching and support

B Make decisions, act and be willing to
take risks

# [nvolve people, motivate them by holding them
responsible, and reward their positive results

B Communicate openly, respect and trust
your people

B Provide and accept feedback — develop
* continuously

Managerial effectiveness

W Keep the distribution of responsibility, authonty '
and tasks dear and communicated

B Accept accountability even when you do -
not control all the factors needed to
achieve results | '

W Prioritise, simplify and standardise work i
processes to drive continugus improvement

B Cooperate and share knowledge '
throughout the company

W Assess performance and follow up
your people

68
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Personal development
is crucial for success
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f Norske Skog is 10 be recognised as a world
leader in the papc’r industry, we must con-
stantly 'develop our personnel and make
sure we have the best-educated employees

in our business. y

We have accordingly joined with external
partners in recent years to launch programmes
aimed at developing skills for both operators
and senior technical personnel. New processes,
equipment and products create a constant
nieed for further education. Giving priority to
training and expertise Jevelopment will always
be necessary. i

1
PAPERMAKING
Papermaking isa prog’ramme developed by the
Federation of Norwegian Process Industries
together with representatives from our mills.

It includes a half-year basic training in
mathematics, chemistry and physics, and a
one-year main course based on textbooks and
interactive exercises! The programme is
approved by the Norwegian education author-
ities and will give credits for those who contin-
ue their studies.

Aimed at experienced operators and young
engineers, the programme has run for three
years in Norway and h::is now been launched at
our Australasian mills. It has also been translat-
ed into Dutch and French, and preparations for
implementation at Nouske Skog Parence and
Norske Skog Golbey haive been made.

With this programme, we have set a new
expertise target for our papermakers.

NORSKE SKOG ACADEMY
Developed together with Jaakko Péyry, the
Norske Skog Academy was launched in the
spring of 2004. Its target group is senior engi-
neers working on process development and
investments, who need to refresh and update
their skills in different aspects of papermaking,
The requirement for such a programme
became evident after a global expertise survey.

Based on teleconferences/net meetings sup-
ported by textbooks, the Academy's sessions
are led by experienced paper engineers and
global suppliers to the paper industry. Project
work is carried out between sessions, and the
latter are completed every third month with a
written exam,

The Academy covered two subjects in 2004
- calendering and reeling and winding. More
than 100 engineers from all our mills partici-
pated in the programme,

Two new sessions are due to be launched in
2005.

ACADEMICS; Pal Espen Eriksen {left}, Anders Hauge Johansen and Roald Kirkengen from Norske
Skog Saugbrugs at the _Nnrske Skog Academy in 2004,

ISocial responsibility

Cooperation
with employee
representatives

Norske Skog has developed a palicy on coop-
eration with elected employee representatives
based on our core values of honesty, openness
and cooperation.

We concluded an agreement in 2002 with
the International Federation of Chemical,
Energy, Mine and General Workers (ICEM)
which sets minimum global standards -for
employment, health and safety, and hur:nnn
rights for all our employees, suppliers and
subcontractors.

However, the most important and valuable
collaboration remains direct face-to-face
communication with and involvement of
employees in day-to-day work. This is a mat-
ter of openness and visible leadership. :

A corporate identity, commitment and
proprictary attitudes throughout the organi-
sation can only be developed when each
employee is respected and allowed to be an
individual.

At all levels in cur organisation, we -
have also established formal agree-
ments with elected employee repre-
sentatives on the exchange of infor-
mation and consultation:

W A structured and transparent process
has been put in place at every mill for
cooperation, information and consulta-
tion, based on local legislation and
agreements '

W We have works councils for
Awustralasia, South America and Europe

W An agreement is in place with all |
local unions in Norway on how to
structure and handle information and
consuitation on comman issues relating
te our business and operations.

Most recently, we reached agreement
on a Global Employee Forum (GEF),
which establishes an umbrella for the
three regional works councils. its
objectives are:

W To give corporate management the
opportunity to meet employee repre-
sentatives from all units and communi-
cate the overall business direction and
imperatives to them

W To give employee representatives the.
opportunity to be informed and secure

direct feedback on current and future -
business issues in order to improve the

decision-making process

B To facilitate and develop open and
constructive relationships and Aetworks:
amang GEF representatives.
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';Sbcial responsi'biility

Collaborator and corrective

The concept of continuous improvement is nothing new for
Norske Skog's employees, says chief shop steward Kare Leira.
“We've accepted change and improvement requirements as
part of our daily lives ever since the company was created.”

eira has witnessed many changes since

joining Norske ! Skog almost three

decades ago, through good times and

bad. He has playéd an important role
for many years in develop:ng a good climate
of employee- managemem collaboration.

But many employees nevertheless found
the Improvement 2003 programme, which
aims to cut costs by NO'( 2 billion, to be on
the tough side. '

“The uncertainty over redundancies was
undoubtedly the hardeat part,” says Leira, "A
lot of people were redeployed without ade-
quate training, which cnn be difficult 1o cope
with. Matters weren't 1mpr0ved by an inade-
quate pay settlement for the Norwegian mills,
which undermined moti:\'ation."

NEW FORUM

All our union-management collaboration
bodies are now functlonmg, but the work-
force wants to exert greater influence, We have
established works councnls in all our regions
on the model of the Eumpenn body. Before
Christmas, the chief e tecutive and Leira
signed a historic agreement to create a Global
Employee Forum {GEF}. Only four or five
other multinationals have so far established a
similar worldwide collaborative organ.

“This initiative has been very well received
by the whole union movement,” says Leira.
“Union officials and group management are
working constantly to conperate better. Such
collaboration is very well -:leveloped in central
fora, but the picture remains rather more dis-
parate at the subsidiaries.”

After visiting South America and
Australasia, he has nevertheless found that an
acceptable mood preva:ls in our company.

“A lot depends on per‘onalmes he notes.
“Heavy demands are made on the communi-
cation skills of each mill manager and their
willingness to involve employees before diffi-
cult decisions are taken.”

Leira is impressed at the way Norske Skog
Tasman in New Zealand has handled plans for

restructuring and closing down a [;aperI
machine. Both parties (unions and company)
are working constructively to minimise the
potential for forced redundancies.

“The most important consideration for us
is always that nobody loses their job, of
course,” he points out, and believes that
Norske Skog Tasman should be a modél for
restructuring in other parts of our group.

LONG-TERM STAFFING
We are drawing up a long-term staffing plan
to create more stable employment conditions.
Our union officials see that such a plan can
help us avoid further large-scale improvement
projects with massive downsizing.

“The intention is that mill managements
will review future staffing requirements
together with union officials,” Leira explains.
“All departments must be involved in this
process, I believe senior management sees the
value of such collaboration, and they have
specified that union officials must be
invelved. This hasn't happened yet, but the
plan is due to be implemented in 2005.”

NOTHING HIDDEN

Leira believes that we are living up to our
ambition of being open. “Nothing is hidden
from us, but we have to know where to find
the information,” he says. “I devote a lot of
time to going around the various parts of the
company to collect data. It's also a great
advantage to have a seat on the group board,
where we can ask questions and discuss
issues.”

Emphasising that he also has a direct line
to the chief executive, Leira says that an open
dialogue with the corporate management
shows its worth when the really challenging
questions appear on the agenda. The main
issues for him and his colleagues are defining
the appropriate level of staffing to safeguard
employee working conditions, and require-
ments for production and quality. Every effort
must be made to avoid redundancies. At local

level, improved pay and working éonditiong
top the list alongside staffing. '

PIONEER
We have been a pioneer in many areas, and
not least in making a commitment 1o all our
employees. The global agreement with
Norway's United Federation of Trade Unions
and the International Federation of Chemical,
Energy, Mine and General Workers (ICEM)
aims to secure good minimum rights for all
personnel. [t also builds on human rlghts '

In force since 2002, this agreement has
subsequently been revised. But none of our
mills has breached any of its principles.

“I'm very pleased with this agreement and
its follow-up throughout the group, so it
wasn't difficult 1o sign a revision in 2004, sayé
Leira. He adds that too many contractors were
employed in parts of our business for a time,
but that this has now been resolved.

NEGATIVE EXPRESSION
Norske Skog's union officials have not unre-
servedly accepted our goal of being a low-cost
producer of newsprint and magazine paper.

“We're sceptical to the actual expression
'low-cost' because we're unsure about the
consequences,” says Leira, He believes this
term could give the wrong impression of what
we stand for, and suggest that we are willing to
compromise on quality standards. The low-
cost image also creates uncertainty about the
future of jobs in our Norwegian operations.

“That said, we also see the need to restruc-
ture if we're to compete successfully as a lead-,
ing company in this industey,” he acknowl-
edges. “Even though this might be a painful
process, we must shut down old capacity and
build new in order to become more cost-effec-
tive. I can't see that this conflicts with the inter-
ests of the employees.”

He points again to the process a2t Norske
Skog Tasman as an example of how this can be
done, and maintains that the workforce will be’
satisfied if forced redundancies can be avoided.
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HELPING: Norske Skog Bruck presents its
apprentice training progl:amme and gives
advice on possible careers.

i

The aim is to show younésters how wood and
other raw materials are processed into paper.
A team of guides drawn from all areas of the
Austrian company has been established for
this Open Mill programme. and its members
bend over backwards to explam the processes
in a plain and simple wav Teachers, students
from year five to university level, and project
groups have the opportur',lity to see how wood
is turned into paper. They get a feeling for the
many steps required before they can read their
morning paper or lose themselves in an
engrossing magazine.

Norske Skog Bruck also visits schools and
works with students on different projects.
Special vocational mformatlon fairs and par-
ent meetings are orgamssd in schools, where
the mill presents its apprentice training pro-
gramme and gives advice'on possible careers.

A recently-established educational cluster
is the link between secondary and vocational
schools and the economy Exchanging infor-
mation ensures that futiire personnel are as
well prepared as possible for vocational train-
ing int industry. This reccuitment strategy is
now being pursued by Norske Skog Bruck to
reach the employees of tomorrow.

Best
apprentice

Kylie Brown at Norske
Skog Boyer was
acclaimed as Tasmania's
best industrial apprentice
by the state's organisation
for technical and further
education. She received
her award from
Tasmanian education
minister Paula Wreidt.

With the mill since November 2002, Brown
is training as an electrician and instrumen-
tation technician, She is one of just two
female apprentices, and enjoys the chal-
lenges.

“I'd prefer to learn something new every
day,” she enthuses. “I love my trade, and love
working at Norske Skog Boyer.”

Australian apprenticeships last for four
years and combine theory with practice.
The practical component increases over
time until it accounts for 100 per cent of the
final year. Providing the various require-
ments are met, the appréntice then becomes
a fully-qualified skilled worker.

LOVE TO WORK: “I'd prefer to learn somet-
hing new every day, | love my trade and |

love working at Norske Skog Boyer,” says
Kylie Brown.

EMPLOYEES

Initiated in 1999 by the UN and its secretary-
general, Kofi Annan, this compact is based
today on 10 principles relating to human and
employee rights and the environment.The

Global Compact embraces a world-wide net- .

work of enterprises, governments, unions,
civil organisations and the UN, which is ded-
icated to dinlogue and coordinated action to
promote i sustainable and inclusive global
economy.

In 2004, the steadily expanding group of

companies committed to the Global Compact
supported the adoption of a 10th principle on
combating corruption.

2
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Social responsibility

Discovering the world
through reading

To Pamela Ramirez, reading is about getting to know and under-
stand new environments with other ways of living and thinking,
and completely different experiences. “It lets me discover parts of

the world | dor't know anything about before now,”

16-year-old Chilean girl.

‘ I
he atténds the Hermann Gmeiner
High School in Concepcién, run by
SOS Children's Villages. Twenty per
cent of the 250 pupils at this technical
secondary school live in the SO$ Children's
Village close to Notske Skog Bio Bio.

The SOS Children's Villages organisation
provides orphans and neglected children with
a safe home, helps thetn create their own
futare and patticipates .in developing their
local communities.

STRONG INFLUENCE
Ramirez speaks more intelligently than many
adults in her neighbourtiood, Her ability to
use a highly-developed language so perfecily
demonstrates the strong influence of reading,

She devotes a lot of time to this occupation,
and is currently very eager to encourage it
among her fellow students.

Her school first implemented a reading
programme seven years ago, and this has
yielded excellent results. Every pupil must get
through at least 15 books 2 year.

“The programme's been successful because
its books are chosen by students,” explains
Spanish teacher Francisco Roman.

Ramirez reads more than the 15 books
required by the programme, and has con-
sumed more than 70 volumes altogether. And
that does not include her private reading.

“Reading is an opportunity to broaden my
grasp of what's right and wrong in this world,
as well as my understanding of the truth,” she
says. Her eyes sparkle when she talks about her
most recent book, Zert {The Joke) by Czech
author Milan Kundera. “It deals with some-
body who dies as the result of a joke,” she
explains. “The message is that the truth must
be always told even though it might hurt,”

The library at Ramirez's school received a
donation in 2004 from Morske Skog to buy
books, computers and several newspaper sub-
scriptions, and curremly vontains 800 differ-
ent volumes.

“This school is located in an underprivi-
leged area,” explains Fermndo Vidal, human
resource manager at Noiske Skog Bio Bio,
“Qur gift makes a big difference to young peo-
ple in this area and to their ability to secure an
education and a job in the future”

says this

BROADER: "Reading is an opportunity to broaden my grasp of what's right and wrong in this
world, as well as my understanding of the truth,” says Pamela Ramirez,

B Accepting social responsibility-
Building close and good relations with .
loca)l communities was-d conscious and-.
natural part of Norske Skog's activities -

part of the assessment basis for indices,.
investors and anatysts We-rank as the

) b|ggest employer in most of the places
where our production facilities are Iocated
That confers a responsibility.

T

health services, well-developed education-
al provision and a well- funct:onlng infea- -

long before social responsibility became -

structure. ) T

-

»
1

We will work for sustainable develop-

- ment by maintaining high environmental

standards and pursuing socially-respon-
sible business practices. That includes con-
tributing to thé quality of life and positive

. development for. employees and the iocal
society.

Our commitment to the communlty

¥\, takes many forms. We sometimes supporn
_ A commitment to the local community -
is enshrined in our long-term strategy and -
corporate guidelines for social responsibili-
ty.. We consider it important that our |
immediate neighbourhood ‘has good i

purely social measures. On other occa-

; sions, we contribute to the staging of

sporting and cultural events. The individual *

-employee’s involverment in local actrwﬂeé is

as-significant as-the financial support we
can provide. The list of measures is long.
Some examples have been selected for this
annual report toillustrate their diversity. .

L
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Important

contribution in Fiji

[ P

%

|
he weekly newspaper - its name means
Shout! in Fijian - was launched in
September 2004 by The Fiji Times as a
28-page publication with a strong edu-
cational slant for sch{ml children and young
peaple in the Pacific island nation. In addition
to being sold with The Fiji Times in towns and
cities, free copies are being distributed to rural
schools through the sale of sponsorship pack-

ages. |
Tony Yianni, managing director of The Fiji
Times, felt it was about time that the newspa-
per provided something for people under the
age of 18 in Fiji. They r}take up a quarter of the

population. '
“The only media ijwolvemem with them
was some children’'s TV and radio program-

L

Helping to:_'bring newspapers to young people, particularly in remote

areas which lack basic facilities, is an important part of Norske Skog's
involvement in programmes related to Newspapers in Education world- ~ +
wide. This is why we have sponsored free copies of Kaifa! in Fij.

ming, very little of which was educational,”
says Yianni.

“Because of their isolation, rural schools
have particular problems receiving regular and
reliable basic services such as water and elec-
tricity, so life for them is very difficult. Most
wouldn't have the opportunity w access the
internet or sufficient text books.

The publication comprises three sections.
Blueboard! is dedicated to news and informa-
tion as an aid to learning and classroom inter-
action, and is compiled with the aid of the
Education Department. Qito! quenches the

thirst for news about sport and aims to pro-’

vide a vehicle for ensuring that youth sport in
Fiji receives more promotional dollars. Finally,
Unwind! is full of competitions and fun, while

LOCAL COMMUNITY

still maintaining an educational element.

“If you fold a single tabloid issue of Kaila'
in half, you get a 56-page quarter fold. Fold it
again and it's equivalent to a 112-page paper-
back. That's a lot of learning free each week -
plus the children now have a wvoice,” says
Yianni. :

Yianni is pleased with the overwhelming
response from the children and with the fact
that the rural schools really appreciate being
sponsored. )

“Newspapers provide more than just news
in most Pacific island nations,” he explains.
“People are hungry to read as much as possi-
ble because they have fewer distractions than
the 'modern’ world™ : :

One of our sponsored schools s

POVERTY: Fiji may Iook; like a Pacific paradise, but poverty is widespread there. Nt'arske Skog is supporting Fijian schools and the puhlic:atlon of ,
the Kaila! newspaper. Fhil Rutherford from Norske Skog Australasia visits Muaniwenli College, one of the schools helped by the company,

14
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B Fiji lies about 2 100 kllometres north of
our sales office in Auckland New Zealand. It
comprises 333 islands spréad over 3 000 000
square kilometres, but anly 100 are inhabited
by the country's 800 000 people.

Three national newspagers are published:
The Fiji Times, dating back o 1869 and now
part of Australia's News Umned The Daily
Post, a government- sponsored newspaper,
and The Fiji Sun, an mdependent daily.

We have supplied The Fiji Times for more
than 10 years, and sell it about 1 500 tonnes
of Nomews per year. Qur total Pacific sales
come to 8 500 tonnes, covering newspapers in
Papua New Guinea, Western Samoa, American
Samoa, Vanuatu, New Cafedonia and Tahiti,

!
!

Muaniweni College, which lies about an hour
from Fiji's capital, Suva. It has roughly 150 stu-
dents in years one-six. Zhil Rutherford, our
account manager for the Pacific islands, paid a
visit during 2004, i

“The trip was excellent,” he enthuses. “It's
difficult to understand what a rural schoel in
Fiji is like without visiting one. They obvious-

1
Kaila! is coordinated by Sophie Foster, busi-
ness editor of The Fiji Times, and put together
by an education editor, a sports editor and a
graphic artist. Reporters and photographers
from the newspaper’s other publications help
out as needed.

ly look forward to receivi}ng Kaila! every week
and it's a real source of interesting reading for
them and their teachers. |

“I got a chance to explain how newsprint is
made and left some dried: pulp for the science
teacher so that she could 1'51clude papermaking
in her classes. [t's great to'see our sponsorship
leading to a publication that's making a real
difference to the lives and education of Fijian
children.” }
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LThe AIbury-Wodonga:,

Festlval of Sport has. r«'*‘f |
-’been brlnglng energy, ‘
excellence énd elTe
exotement to this . .=
sAustrallan région for R
13 years~—~W|th*supp0rt
 flom:Norske Skog, -~
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Children of employees
at Norske Skog Bio Bio
in Chile staged The deaf
grasshopper before
Christmas, drawing on
skills learnt in an acting
class with a profess1onal
teacher

e

The Festival of Sport is the largest and high-
est-profile event in the Albury-Wodonga cal-
endar.

In keeping with its sponsorship policy of
supporting and encouraging youth activities,
Norske Skog Albury has ownership of the
Young Sports Achiever of the Year award.
These are among the major highlights of the
festival, which was held in 2004 from 13
February to 28 March. Winners have gone on
to natienal and international acclaim, includ-
ing Olympic gold medals.

The festival's core aim is to encourage
community participation in sport, with its
benefits in the form of improved health. This
is reflected in its statement of purpose, which
reads: “The Albury-Wodonga Festival of
Sport fosters and promotes participation by
people of all abilities in all sports for the sig-

- nificant benefit of the region”

In 2004, 12 000 children and adults com-
peted in more than 70 events as a celebration
of the regional community's involvement,
interest and ability in a wide variety of sports.

Over its six-week duration, the pro-
gramme attracted more than 30 000 specta-
tors - delivering an economic spin-off to the
Albury-Wodonga economy.

The Young Achiever of the Year awards
assist and acknowledge the achievements of
the community's young sports people.
Nominations are sought from the Albury-
Wodenga region's sporting clubs, and a judg-
ing panel that includes a Norske Skog repre-
sentative evaluates each nomination and
selects 12 finalists, and then the ultimate win-
ner. Guy Microft, mill manager at Norske
Skog Albury, presents the winner's trophy at a
gala dinner marking the official launch of the
festival.

Since this Saturday morning training started in
1991, the youngsters have staged 14 plays rang-
ing from Little Red Riding Hood to Peter Pan,

‘Their latest venture is based on a Chilean
fairy tale, the children explain. The rich
grasshoppers refuse to listen to the poor ants,
which prompts one of the latter to rob a bank
and steal all the money. This shows that people
are the same regardiess of what materlal pos-
sessions they have, ,

Teacher Julio Munow gives his pupl]s plen-
ty of freedom. “In Little Red Riding Hood, we
changed the story so that the wolf doesn't eat
anyone,’ one of the children explains. “Instead,
Red Ridinghood teaches him that everyone can
benefit from being kind.” '

This opportunity to influence the content
of their preductions, and the acting experi-
ence, give the youngsters self confidence and
train them in expressing their own views.

Since the acting class began, attendance has
varied from three to 20 children. In years when
participation is low, they have to play several
roles each, Few signed up in 2003, but more
joined after children in the audience saw how
much fun those on the stage were having.

INSECTS ON STAGE: The children of Norske
skog Bio Bio employees portray a power
struggle between insects, From left: Nataly
Tones, Karla Germany, Soledad Perey, Solje
Baunsgartner, Janeila Fernandez, Murie!
Baunsgartner and Francisca Ramis.
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'Social responsibility
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Rarefeppertunity

Visitors had a rare opp;)rtunity to tour the
German mill and its production department.
Colleagues on shift happily answered questions
from visitors, who could-also learn a lot from
the many display boards set up to explain all the
processes involved in paper production - from
wood chips to the delivery of finished reels.

Children could not enter the mill site for
safety reasons, but amused themselves with
many activities, including a climbing wall,
papermaking and sliding down a huge plastic
shark. Tt was all so much fun that they would
have gladly returned to the mill the very next
day.

[
“
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LOCAL COMMUNITY

Warm clothes for
children. '

Norske Skog Pisa in Brazil has been assisting
needy youngsters for almost two decades, dis-
tributing new warin clothes every year to chil-
dren in its home city of Jaguariaiva. The 2004
campaign managed to benefit pupils at three
local nursery schools.

“It was very satisfying,” says Mauro
Nagueira, who works in the wood yard
at the mill. Another employee, Luiz
Carlos Monteiro, adds that the value of
the donations is insignificant by compa-
rison with the help they bring to poor
youngsters.

Ana Maria Fernandes, who has three chil-
dren at the Centro de Assisténcia Social Maria
Imaculada nursery school, confirms that the
contribution is very much appreciated. The
family income is too low to afford new and
nice garments for all six of her children,

“I'd like to thank Norske Skog Pisa and
everyone working there for the help they'vé
given my family. This is the first time my chil-
dren have received brand new clothes." she
says. As a result of the campaign, wmter
clothes were donated to 411 chlldren

Showing ~
community spirit -

Given its location and the fact that r;lany of
its employees live in Renkum, Norske Skog
Parenco naturally supports local sports cul-
ture, music and social initiatives. The mill is .
the largest employer in the local authority.
This is alse its community, Initiatives suppor-,
ted by Nerske Skog Parenco include; ;
* projects run by the local De Bries welfare
foundation, with the mill “adopting”a
different schemeé every year . '
* an internet programme for senior citizens
the revival of a previously decaying district '
with support from the mill ' ‘
a foundation to promote the i mtegrauon of
Turks in Dutch society
* the development of youth talent - an area
close to the mill's heart - through support for,
sports clubs, music festivals and other
cultural events for local youngsters.
Alongside open communication with neigh-,
bours and other stakeholders, such’ activities
have helped to enhance the image of Norske
Skog Parenco in the local community over !he
past couple of years,

Annual rapor: (14
i

b



LOCAL COMMUNITY

,4‘ﬁ‘ k]

L 1] a
1R ’Hj e 4
s ha

’Frele é[resse g, hemnltz on_e ‘of. No ske ;;1 ]
i Skog S, b|ggest Europeanfcustomers i

rmamtams a qood' radltlon in Germa‘ny %
by~0rgan|smq |ts.«annual Pressefest i

e WA N

'f “J’i

As a long-standing supplier, we spansor this open-air festival for
around 170 Q00 visitors.

Thomas Olszenka, vice president of Norske Skog Deutschland, took
the opportunity to present the “origami musicians” to schools for chil-
dren with special needs as well as specialist organisations,

These paper figures were created by Robert | Lang at Drupa - the
largest event for the media and printing industry - in Disseldorf dur-
ing May 2004.

A number of organisations applied to give them a new home. Their
journey came to an end in Chemnitz, where they will inspire children
and adults in their crea}tive and therapeutic work.

PAPER ART: Robert J. Lang fotded life-size figures in paper from
Norske Skog to ¢reate an origami orchestra.

World Enviironmental day

Norske Skog Boyer's environ-
ment council, ably assisted by the
Australian mill's vision team, cel-
ebrated World Environment Day
on 5 june by 1aunchmg its
Environment Awarenes> Week
2004 and publishing:a new
Envirowatch newsletter.

The programme featured tree-
planting, lucky-door prizes in the
cafeteria, displays on water moni-
toring and waste management at
the mill, and a display of
Tasmanian devils from Bcnorung
Wildlife Park (see also pag e 51).

This allowed the mill to high-

light the significance of environ-
mental awareness and conserving
the marsupial to people living in
the Derwent Valley.

DEVIL RIBBONS: Anne Lacey with
one of the green environment-
week ribbons sold at Norske Skog
Boyer in aid of the Tasmanian devil.

~www.norskeskog.com N eWS

'Social responsibility

t

B Reconstructing Viking times As one of the lar-
gest employers in the Ringerike district north of Oslo,
Norske Skog Follum wants to make a positive contribution
to the development of the local community.

So it played a major role in the reconstruction of a unique
Viking longhouse, originally discovered in 1995 and dated to
the first two centuries AD, The modern version is now open
to the public.

Called Hringariki, this building will be developed nation-
ally and internationally into a key facility for popular involve-
ment with the focus on the Iron Age. The reconstructed long-
house is paralleled by a modern heritage centre.

B Donations to tsunami victims Norske Skog
chose, like many others, to donate money to help people hit
by the tidal wave disaster an 27 December 2004, [ts contri-
bution was made to the Norwegian Red Cross. ‘

The trade union at Norske Skog Union in Norway has ,
also launched a drive to urge sister unions at the other mills
around the world to make donations.

B Generous with computers A total of 300 com-
puters have been donated by Norske Skog Skogn' in Norway
to the service department of Levanger local authority in mid-
Norway.

“These machines were much too good to be thmwn
away,” explains HR and communication manager Per Anders
Folladal at the mill, “So we wanted schools, clubs and soci-
eties to have them.”

The Levanger depariment has circulated the offer to more
than 100 relevant groups, but they must make provmon for
children and young people to qualify for one or more com-
puters. The machines are provided without software.

B Perennially popular peek The Open Day at
Norske Skog Saugbrugs in Norway is a popular event among
employee families and mill neighbours. People poured in for
a peek when the doors were opened for the fourth time in'a
decade.

While the Idd school marching band played: be]CCtIOI'IS.
visitors could follow a signposted route through the produc-
tion facilities and debarking plant, '

In addition to watching magazine paper being produced
on three machines, the curious could have a look at the fire
station - where children had the chance to “drive” a fire
engine. The technical service department explained where
the paper goes after leaving the mill, while the “get fit” proj-
ect and the medical service focused attention on health and
physical activity.

Information stalls also provided details about the appren-
tice scheme, Local apprentices were supplemented by coun-
terparts from Germany's Norske Skog Walsum on an
exchange at the Halden mill.

For the first time, visitors were able to fish in the Tista
river which runs through the mill area - with expert guidance
from the Workers' Hunting and Fishing Association.
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'Increased knowledge about Norske Skog and understanding
i of the paper.industry will contribute to fair pricing of the

,company in the stock market.

Fair pricing in

'
'

Capital _rriarket

*

the market

e m a— -

he main task people responsible for

the investor relations function is to

provide information to the financial

market in Norway and internationally.
Continuous communication with analysts
and investors helps creat the confidence
required to interest them in the company. In
addition, they receive information which
helps to ensure that the company’s shares are
fairly priced in the market.

Norske Skog's investor relations activities
build on its core values of openness, honesty
and cooperation, The work is driven by the
principles of:

+ equal access to information

. availgl?ility — respond quickly to
enquiries

* consistency — regular and planned
IR programme

* openness — honest communication
and high degree of detail

* reliability — detailed, standardised data

» efficiency - timely and coordinated
distribution of information .

* progressivism - anticipate requirements

* cautiousness — regarding comments on
future developments

" Norske Skog was amongst the first compa-
nies in Norway to be awarded the Information
and English Symbols by the Oslo Stock
Exchange during 2004, These are given to
companies which satisfy requirements for
financial information on their own web site.

. Details available at www.norskeskog.com

include Norske Skog's annual and interim
reports, press releases and stock exchange
announcements, presentations, share-related
data, general company information, contact
addresses and information on corporate
governance.

Printed and electronic information is sup-
plemented through regular webcast confer-

ences and presentations for the Norwegian
and international financial markets. A well-
attended Capital Markets Day was held in
Oslo during June, with the whole corporate
management team taking part.

Norske Skog also contributed!speakersito
five international conferences and seminars,
Roughly 200 presentations and investor meet-
ings were staged during 2004 in Norway and a
number of other countries. As in previous
years, the main emphasises outside Norway
was on the UK and the USA. Bur activities
also took place in seven other European coun-
tries as well as in Canada and Australia.

About 20 Norwegian and foreign stock-
brokers monitor Norske Skog and publish
analyses of the company. A list of these can be
found on the Norske Skog web site.

Norske Skog was shortisted for several
awards in the investor relations field during
2004, ] 1

Its shares are qualified for a number of
equity funds which invest in companies with
high standards for environmental protection
and sustainable development.

Vice presidents Jarle Langfjzran and Rune
Gjessing work with investor relations at
Norske Skog. '
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. Prowdmg relevant and tlmely
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Capital market
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Best shareholder value

In the paper industry

Risk capital has been and remains essential for

Norske Skog's development. With this in mind, the
company has defined its primary goal as follows:

Norske Skog wilt deliver the best shareholder value in the
paper industry. Setting such a target will also :

safeguard the interests of employees, customers,

suppliers and other stakeholders.

Three main strategic choices have been
defined for attaining the goal of delivering the
best shareholder value in the paper industry:

NORSKE SKOG WILL BE
A LOW-COST PRODUCER

A low delivered cost of quality products is cruciat

to being competitive in the paper market.

Norske Skog will:

* Norske Skog use capital effectively to develop
a cost-competitive mill portfolio.

+ Norske Skog take advantage of its global
presence to grow production capacity where
it can achieve the lowest delivered cost to its
markets.

+ Norske Skog focus its innovative capability
and research and development resources on
reducing costs and improving quality.

NORSKE S5KOG WILL PURSUE
PROFITABLE GROWTH
Company size and share liquidity are necessary
in order to attract investors in the international

capital market.

» Norske Skog will grow both organically and
through acquisitions.

+ Norske Skog will take advantage of its
positions in regions where market growth
is high.

+ Norske Skog will maintain financial flexibility
throughout the business cycle.

NORSKE SKOG WILL FOCUS
ON IT5 CORE BUSINESS
Focusing management attention and capital on
the core business is important for attaining a

leading market position and economies of scale. ,

+ Norske Skog will focus on its core business of
newsprint and magazine papers.
* Norske Skog will assess opportunities to

+

) !
extend its core business if this contributes to

profitable growth. !
» Norske Skog will build on its core compe-
tence in the international paper industry.

These three main strategies are supplemented
by a number of supporting strategies. Two of
these relate directly to the capital m:.:rket:
NORSKE SKOG WILL USE
CAPITAL EFFECTIVELY, AND HAVE
FINANCIAL FLEXIBILITY

This means that Norske Skog will:

* increase capital turnover by keeping non-
strategic investments at a level signiftcantly
below depreciation

+ use cash flow as a key performance indicator

+ ensure simple, transparent and sound
financial structures

* maintain an investment grade ratiljlg

+ make risk assessment part of its business
decision process \

NORSKE SKOG AIMS TO ENSURE
THAT ITS PERFORMANCE 15 FULLY
REFLECTED IN THE SHARE PRICE

This means that Norske Skog will: ¢

+ communicate openly and effectively with
financial markets ;

+ deliver a competitive dividend |

+ seek to broaden the investor base

« provide employee incentive programmes
linked to share price growth,
[n addition to these strategies, Norske Skog
has defined shareholder and dividend pollnes.

SHAREHOLDER POLICY
+ Norske Skog's goal is to deliver the best
shareholder value among companiés in the
paper industry. '
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* Norske Skog's shares shall be liquid and
based on the principle of one share -
one vote. [

+ Dividend policy shall be predictable and
responsible. !

« Norske Skog's capital structure shall be adapted
to its defined strategy a;l any given time, and
the commercial risk po<ed by the operations
it pursues.

« The work of Norske Skogs board of directors
and corporate management will be based on
the principle of equal tr=atment of and
responsibility towards all the company's
shareholders, ;

MEASURING RELI&\TIVE RETURN
Norske Skog has previously measured the rel-
ative total return to shareholders against an
index comprising four -Nordic competitors
{weighted 50 per cent), the Morgan Stantey
Werld Forest and Paper, [ndex {weighted 25
per cent} and the Oslo Stock Exchange's

|Fmancual targets |

4
To:al sharehokder rewrn (I'SR)

;-

.

Best in the paper industry - :' P

benchmark index (weighted 25 per cent).
Measurements have been made over rolling
two-year periods.

From 31 December 2002 to 31 December
2004, Norske Skog delivered a totai return of
45.9 per cent. The competitors mentioned
above achieved an average return over the
same period of 10.3 per cent, the Oslo Stock
Exchange benchmark index showed a return
of 1055 per cent, and the Morgan Stanley
index was 19.2 per cent. The total weighted
return for these index components was 36.3
per cent. Norske Skog's total shareholder
return was 9.6 percentage points higher than
the index.

A new method is being introduced from 2005,
where Norske Skog is measured against nine
other companies in the industry from a base
defined as the average share price for 2003.

Norske Skog's relative return has been and
will remain an important criterion in deter-
mining management bonuses.
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l New dl\nded pollcy V
J.Norske Skog wnshes to pay a ‘;‘ e
competitive ‘and stable drvldend to ¢

T its shareholders As an average over

*a businass cycle the dlvrdend shou1d
_"correspond t0+15-25 per.cent’ of cash 't
" flow fram operations, ‘after fmanmal i,
F

1 expenses and.tax, S 1 “‘r ;
.~ On that-basis, the board- has :
" proposed'a dividend of NOK 6 per '.‘
. share for 2004 Thrs is unchanged
- from the’ prewous year The dlwdend
.corresponds to'27: -per cent'of. cash
- flowin 2008, -and givesa return of i
4 6 per cent-in rélation to the share
_price at 31. December 2004 The
- dividend will be paid on 29 Aprﬁ to
| those shareholders listed inthe =77 .

reglster of shares when the anpual :
“general meetlng rs held on o
|' 14Apr|t2005 “ o,
oot
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New chief
financial =
officer

Christian Rynning-Tennesen has been
appeinted senior vice president for finance
and CFO at Norske Skog. With a background’
from the energy sector, he will be joining the
group on 1 April 2005. :
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Financing
and liquidity
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. Pan Asna Paper‘ Company b

, ebt financing primarily takes the
form of syndicated bank loans as
well as domestic and international
bond loans, Norske Skog works con-

sciously to spread its financing between dif-
ferent banks, investor groups and markets.
Such diversification is intended to reduce the
group's financing risk.

Norske Skog has not guaranteed the debts
of the partly-owned companies Pan. Asia
Paper Company, NorskeCznada or Malaysian
Newsprint Industries.

The diagram to the left shows the compo-
sition of the group's funding sources at 31
December 2004.

AMORTISATION PROFILE AND

MATURITY SCHEDULE
The target is to have a smooth and long-term
amortisation profite is for the debt portfolio.
This is intended to secure financial freedom of
action and a satisfactory ability to service debt
even in years of economic downturn. The aim
is for the debt portfolio to have an average
term to'maturity of at least five years, At 31
December 2004, the average term to maturity
was 7.1 years {excluding Pan Asia Paper
Company).

During 2004, the holders of two outstand-
ing bond loans were offered the opportunity
by Norske Skog to swap their holdings for
holdings in new loans with a longer term to
maturity, Overall, this resulted in the repur-
chase of bonds totalling NOK 925 million
maturing in 2006. At the same time, three new
bond loans were issued, of which NOK 725
million matures in 2009 and NOK 200 mil-
lion in 2014. A new loan of EUR 500 million
maturing in 2010 was also issued to refinance
two bank loans which were due to be repaid in

Norske Skog operates in a cyclical and capital-intensive industry. Great weight -
is accordingly given to maintaining satisfactory liquidity and a sound long-term
financing structure. Responsublllty for financing and: liquidity management has |
been centralised, and the main principle applied is that all external borrowing -
will be undertaken by the parent company, Norske Skoglndustner ASA. '

{

]

|

annual and semi-annual instalments from
2005 to 2009. Both these transactions have
helped to smooth out and extend the group's
amortisation profile.

The bar chart below left shows the repay—
ment schedule for the group's debt at 3!
December 2004.

FINANCIAL CONDITIONS IN LOAN i
AGREEMENTS
The group seeks as far as possible to standardise
its loan conditions. This applies particularly
to clauses specifying requirements for key
financial covenants. Under existing loan
apreements, Norske Skog must satisfy the
following financial covenants:
+ Net equity (tangible worth less intangible
assets) must total at least NOK 9 billion.
« The ratio of net interest-bearing debt to
equity must not exceed 1.4,

This type of financial requirements are
primarily specified for Norske Skog's bank
loans. The group's bond loans have no
requirements for key financial covenants.
None of its loan agreements contain rating-
sensitive covenants,

LIGUIDITY

The liquidity reserve should total at least 20
per cent of expected annual twrnover, based
on trend assumptions. That gives the group a
satisfactory ability to meet short-term liquid-,
ity and capital requirements, ' b

In addition to bank deposits and short-
term placements, the liquidity reserve consists
of committed, undrawn credit facilities with a
remaining tenor of more than one year.

At 31 December 2004, Norske Skog's li--
quidity reserve totalled NOK 6.6 billion.

82
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One of the group's sy'ndicated credit facil-
ities was refinanced in 2004. A facility of USD
450 was refinanced with a new revolving cred-
it facility of USD 500 mlllmn. which matures
in 2009, Together with q facility of EUR 400
million, this forms thé main part of the
group's liquidity reserve.i

1
RATING

Norske Skog is credit-rated by Moody's and
Standard & Poor's, two af the world's leading
rating agencies. Thelrl credit ratings are
assigned after an overall l1ssessment of exter-
nal factors, such as market conditions and the
competitive position, and in-house aspects
such as management, st ategy and financial
position. ‘

At 31 December 2004, the long-termm rating
was Baa3 from Moodys and BBB- from
Standard & Poar's. Both ratings are at the

“investment grade” level, which signifies com-
panies with solid qualny in credit terms.
Norske Skog's target is raungs of Baa2 and
BBB from Moody’s and Standard & Poor's
respectively, or one notch higher than today's
in both cases. !

Rating levels at 31 December 2004 for a
selection of important cdlnpetitors are shown
in the table below.

|

Capital market

1

Share purchase and
incentive schemes

|company Moody's S&P
“Stora Ensa. "” ) -Baal‘[ - BB
WPMXymmene 4 . .Baaly . '  BBB
Holmen™ 0 i+ “Notrgted- .°5 " BBB+ - .
‘Narske Skog % .Baa}i . “ - BBB-
M-Real Loo.sal-t” 7 0 BB,
“Abitibi Consolidated - ., Ba3 %- t.. BB L
Bowater . . %, Bad §.  _BB"Y

Norske Skog ranks as one of Norway's most

international companies. This is significant for

the way it rewards its management.

-savmg scheme.

All employees are also offered a good share {
|

hrough the annual share sale, the

whole organisation's attention is

-focused on the owners' role in Norske

Skog. It also provides employees with
an understanding of the stock market.

Shares are sold at a discount on the market
price. This arrangement was introduced for
group employees in Norway during 1996.
Norske Skog was a pioneer in offering an
international share saving programme, which
now embraces personnel at all units world-
wide owned more than 90 per cent by Norske
Skog. The ceiling for share purchases by any
individual is three-fifths of the Norwegian
national insurance base amount (G), corre-
sponding to just above NOK 35 000.
Shareholder-elected directors and members
of the corporate assembly are also covered by
the programme. The shares sold are taken
from Norske Skog's own holding.

A total of 1 324 employees participated in
the share sale of February 2004, an increase of
28 per cent from 2003 even though the work-
force had been downsized by about 900 peo-
ple. They bought a total of 243 440 shares,
compared with 196 030 in 2003. This inérease
reflects a rise in the number of employees
buying shares and a higher share price in 2004
that the'year before.

PERFORMANCE-RELATED
REMUNERATION
A performance-related remuneration scheme
has been in place since 1998 for Norske Skog
managers above a certain level. This bonus
forms part of each manager's employment
contract and is tied to specified targets which
have to be met for payment to be made. Fifty
per cent of any bonus is paid in Norske Skog
shares, which must then be held for three
years.
LONG-TERM

INCENTIVE PROGRAMME
In December 2002, the board resolved to
introduce an incentive programme in the

form of synthetic options for the corporate
management team. This programime runs
over three years from 2003. A total of 600 000
synthetic options had been awarded under the
programme at 31 December 2004.:0f these,
300 000 options have been awarded with a
strike price of NOK 134,50 and can be exer-
cised from 1 July to 31 December 2006 The
remaining 300 000 options have been award-
ed with a strike price of NOK 117, 0]0 and can
be exercised from 1 july to 31 December 2007,

The CEO has been awarded 60 000 optuons in
each of the tranches above, with the remain-
ing options awarded to the other members of
the corporate management in blocks of
30 000 for each member. ‘

As mentioned above, the options are syn-
thetic. If they are exercised, an amount corre-
sponding to the difference between the mar-
ket and strike price will be paid. That sum will
be treated as pay, and the net amount after tax
will be used to buy Norske Skog 'shares at
market price, These shares must then be held
for three years. As a result, it will téke about
six years from the date of an award before a
possible gain can be realised. The optmns
remain valid for as long as their holder is a
permanent employee and has not resigned.
The option programme has no dilution effect.

The CEQ is authorised to allocate up to
30 000 synthetic options to each member of
the corporate management on 1 October
2005, at a strike price corresponding to the
average price of the Norske Skog share over
the two preceding weeks. The opuons can be,
exercised in the second half of 2008. The other.
terms are as described above, ! i

The chair is authorised to allocate synthetic
options to the CEQ at | October 2005, but the,
number of options must be clarified with the
board before any allocation. )
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ystematic efforts have been made in
Norske Skog over a number of years to
define the company's overall risk toler-
ance. This provides an indication of its
financial capacity to cope with unexpected
negative developments. Gross risk is assessed
against net risk on the basis of hedgmg oppor-
tunities and correlations between different
risks. In many cases, such correlations can sig-
nificantly reduce the overall level of risk.

Risk assessments also make an important
contribution to the basis for taking decisions
on the company's investment projects.

Norske Skog's risk management involves
hedging of currency and interest rate expo-
sures, hedging some selected input factors
such as energy and chemical pulp, credit risk
and group non-life.

CURRENCY RISK

The group ranks today as one of the most
international paper companies, with a sub-
stantial proportion of its costs in Nerwegian
kroner and sales in other currencies. This
exposes Norske Skog to currency risk in the
following areas:

« assets and liabilities in foreign currencies
(balance sheet risk)

+ a net cash flow composed largely of positive
cash flow in foreign currencies and a
negative cash flow in Norwegian kroner
(transaction risk}.

BALANCE SHEET RISK

Balance sheet risk arises when the group’s
accounts are consolidated in Norwegian kro-
ner and translation differences arise on assets
and debt in foreign currencies. This transla-
tion difference is booked against equity, and
thereby affecting gearing {net interest-bearing
debt to equity).

During 2004, the group's debt was mainly

Corporate governance in listed companies has become a key

issue worIdW|de in the wake of revelations of shortcomings : '
in management and control in international companies.

risk is an important aspect of such governance.

denominated in its primary currencies on the
revenue side (currencies EUR, USD and AUD).

The group also has assets denominated in
these currencies. This currency composition
helps to reduce fluctuations in’ the group's
book equity and gearing as a result of fore:gn
exchange rate movements. ‘

The diagram to the left prowdes an
overview of the equivalent in Norwegmn kro-
ner of net assets and the hedgmg in the form
of interest-bearing debt, futures and currency
swaps. )

Currency changes in 2004 reduced Norske
Skog's assets by NOK 1.3 billion, debt by NOK
1 billion and equity by NOK 300 millien.

' ]
TRANSACTION RiSK :
Norske Skog is exposed to currency fluctua-
tions when cash flow in foreign currcnaes is
translated to Norwegian kroner. Cash ﬂow in
foreign currencies comprises cash flow frqm
operations, asset sales and investments, and
financing activities. Norske Skog's policy is to
hedge 50-100 per cent of expected net cash
flow per currency for the next 12 months. The
aim is to even out currency effects and
improve the predictability of group earnings.
At 31 December 2004, the hedging ratio was
B3 per cent. Net transaction exposure at 31
December 2004 was NOK 5.7 bilkion, which
can be broken down as follows: . '

ll v .. n . B .
Transactjon risk : ]
LEUR._ GBP . 'USD ~ AUD: NZD  Other
" 38% ~31%, 0 16% 18% - IO% %

The Norwegian krone strengthened against
other currencies during 2004. This yvielded a
currency hedging gain of NOK 156 million.:
Norske Skog's currency index comprises
the group's net exposure per currency, and
shows a weighted exchange rate development
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for the respective currencies which make up
the exposure. The Norske Skog's currency
index strengthened by 3.4 per cent during 2004.

in addition to the iransaction risk, the
group has an mdlrect CUrrency exposure
beyond the next 12 months in that the pricing
of its raw materials and finished products is
also affected by currency fluctuations. Analysis
of this exposure were carried out in 2004, As
far as possible, these analysis have been taken
into account by the group in its overall risk
management.

Value of Noske Skog $ trade- e
welghed currency basket™ ‘.’ T
31 1201 -100 H‘ s

. . LY,
102 !fl e T nest T t20d) Mentwear

INTEREST RATE RISK

A clear correlation exists between economic
cycles and interest rate movements. Interest
rates fall during an economic downturn and
rise in an upswing. Norske Skog's revenues are
also sensitive to economic cycles. The compa-
ny accordingly structures the interest rate
duration so that interest q'usts partly offset rev-
enue movements caused by economic cycles.

Norske Skog's debt is largely subject to

Capital market

Interest per d in effective terms, of group debt

ST ) oo UsSD - EUR p
Debt in cunency in NOK blllron ) 3.3, Y486
Durauon pel(utrency St AR A l 3,

1 mdnmuy pwaps and foregn exchange torwands.

“AUD.  KRW  © CAD . Other ;- Total
E35, 0 a3 o8 . - 04 sl

REE "0.:-' L 04 - PSR ¥

zfﬂmﬂmmuu-mnmmmmcmrsm.summwcm Wmalmmmmmmtv&nul\hmpsm . '

¥ from a change i market cates, and 15 cakutated for theg-augsman mnmeswmagmss debt poson. The Ladie mntsmmposmnulum?png debt and

uﬂbala:mﬂ!ul i irclucded in the durat A

l,iA,

b LTI e R i

than one year,

Duration targets have been set for interest
rates in each currency. At 31 December 2004,
the average duration of interest rates was 1.2
vears. Interest rate derivatives are used to
adjust the duration of interest rates,

' ENERGY

The strategy for global price hedging of ener-
gy is determined at group level. Hedging is
greater in those regions where prices fluctuate
the most. That applies to countries with a
hydropower-based energy system, such as
Norway and New Zealand. Norske Skog has
established a rolling hedging strategy with
associated hedging mandate for power pur-
chases three years into the future, However, the
unhedged part of energy consumption must
not exceed the limits set by the board. !

Existing long-term contracts cover more
than 85 per cent of Norske Skog's total elec-
tricity consumption by its Norwegian mills up
to 2020. The price level is favourable and rela-
tively stable. Hedging premiums have been
high in Europe, and the group has accordingly
elected to meet a substantial part of its
requirements in the short-term market.

_ Electricity requirements for the next few years

in South America and Australasia are covered
by short-term (two-three year) and long-term
contracts.

The risk mandate is monitored through
detailed routines for internal control and

hedging and position-taking in the energy
market, and the use of hedging instruments. .

INSURANCE

Norske Skog has developed a sound system
for operating and maintaining its insurance
policies and associated risk management
activities. [nsurance surveys were carried out
at all the wholly-owned mills. All these facili-
ties currently maintain high operational and
maintenance standards, and active use is
being made of survey findings to .achieve a
further strengthening of loss prevention
efforts. This is done through the use of a
“green light risk evaluation matrix”, devel;
oped in-house, which ensures a systematic
assessment and follow-up of the risk picture
at the mills. Norske Skog has zlso developed a
loss prevention protocol, a risk and insurance
survey protocol and an insurance manual to
ensure good risk management. This work
again resulted in very satisfactory f'gures for
insurance claims during 2004, wuhout losses
of any significance.

Norske Skog continued to develop such
centrally-tnanaged insurance programmes as
material damage, liability and trahsport. A
significant part of the group's exposure was
once again insured in NSI Insurance A/S dur-
ing the year. Established in 2001, thls capnve
underwriter is making satisfactory'progress.
The long-term strategy for Norske Skog is to
strike an optimum balance between in- house

and external risk financing. .

floating interest rates, defined as fixed for less
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Higher .
average
share prices

The Oslo Stock Exchange made strong
progress in 2004, with its benchmark index
improving by 36.5 per cent.
This increase largely reflected the high oil
prices which prevailed for most of the year,
but some companies outside the oil sector
also saw their share price rise substantially. .

The Norske Skog share yielded a return of
7.9 per cent over the period from 30
December 2003 to 30 December 2004, includ-
ing the dividend of NOK 6 per share. This
returndid not differ significantly from that
provided by most other Nordic companies in
the paper industry. The average price of the
Norske Skog share rose by 11 per cent'com-
pared with 2003

Norske Skog had a market value of NOK
17.4 billion at 30 December 2004 compared
with NOK 16.9 billion a year earlier. '

Share pnce information*

TN Syl T004 2003
K & - NOKishare . NOKishare |
Official price for tax A -7 '
retwrn purpases, 3112, 7 - 132.50 = 12950

k Price 31 December” - “w 213100 1= 120.00.
"Average price~ L2500 0 N2 4
Highest price 146.50 1139.00
Lowest prlce 11000 © - 86 50 -

“With the ¢ EACEDHION of the officlal pnce. these hgum are based un L
doilng prices” .

Norske Skng had a mar’:el value of NOK 17 4 brlhon at:
31 Detember 2004 (ompared with NOK 16.9 brlllon e

+

ayearearher I L AN

A liquid
share

The company's shares are listed on the Oslo
Stock Exchange. A total of 157.8 million
Norske Skog shares were traded in 2004.

This is an increase of 12.5 per cent com-
pared with 2003, Given the average number of
outstanding shares {excluding those owned by
the company itself), this trading volume rep-
resents a turnover ratio of 119 per cent as
against 106 per cent in 2003, Since the merger
of the A and B shares in 2001, and the inter-
national share issue of the same year, Norske
Skog has been one of the most hqmd shares
on the Oslo Stock Exchange.

Stable shareholder :

structure

The cbmpany's share capital at 31 December 2004 totalled
NOK 1 331 370 880, divided between 133 137 088 shares.

All shares have equal rights in the company.
No changes occurred in the share capital dur-
ing 2004.

Norway's forest owners’ associations
owned 21.1 per cent of the shares at 31
December 2004, virtually unchanged from the
vear before. The proportion of shares held by
foreign owners totalled 38.2 per cent, a mar-
ginal increase from the end of 2003. Apart
from employees at Norske Skog's mills out-
side Norway, most foreign investors are regis-
tered through custodial banks.

The company had 23 851 shareholders at
31 December, of whom ! 271 are resident out-

side Norway.

Norske Skog owned 819 976 of its own
shares at 31 December 2004 as against 732 752
at 1 January. .

A total of 339 500 shares were purchased in
the market during the year, while, 252 276
were sold to the company’s own employees in
connection with the annual share sale or.
transferred in partial settlement of bonus:
agreements, '

The board is authorised 1o buy back up to
10 per cent of the outstanding shares This;
authority runs until 10 October 2005, and the
board will seek to have it extended further.
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Main flnallmal figures C
~ . . & Definitions 2004 ;2003 - 2002, - 2001 2000 : 19991 7 1988 _ 1997 . 1996 4 1995 .}

Profit and loss account {NOK milf)

Operating revenue 25302 24008 23471 30354 26635 18 054 14908 13312 13265 12548

(ross operating eamnings 1 4308 4686 5198 8419 6599 3818 3103 223 3136 3332

Opesating earnings 157 1536 1306 509 421 2129 1780 1083 1916 2500

Earnings before financial expenses 2 868 381 1180 5581 4575 2252 i 948 1194 2076 2 850

Earnings before taxation 140 770 806 3 894 jon 1825 1417 650 1732 2336

Earnings for the year 655 402 1162 249 1 958; 1300 1020 590 1 313: 1 66|9

Balance sheet (NOK mwll} E . ‘ i i

F:xed assets 36861 39345 38330 45417 4377 18 828 17 586 12778 12031 10246 !
Curient assets - 7238 7119 b 763 10 BSS 17 510 6 086 b 663 4515 4592 - 45618

Total assets 44099 46464 45099 56 272 61227 24914 24249 17293 16623 14864
Shareholder's equity incl minority int 18894 19322 17877 19526 22351 1727 1009 9123 7691 6546

Long term debt i 2005 2622 21062 30 858 31906 3o 9564 4947 5178 4 981

Current liabilities k ' " 5153 5520 6210 5 8BB 6 970 4166 4 656 3223 3754 31337

Total liabilities and shareholders equity 44089 46464 45 099 56 272 61227 24 914 24243 17293 16623 14804

Net interes bearing debt | 16 871 18016 18 467 22 B0 20 535 7618 7082 4145 4 827 4006
Profitability : . ' '

Gross operating margin % 3 17.0 19.5 22. 21.7 248 211 20.8 16.7 23.6: 6.6

Net opesating margin % l 4 3.0 1 6.3 5.6 16.8 15.8 1.8 11.9 8.1 14.4‘ 19.9

Net profit margin % - 5 2.6 1.7 5.0 8.2 74 7.2 6.8 4.4 9.9I 135
Totalrentabilitet % " 6 1.9 ' 30 23 95 10.6 9.2 9.4 7.0 13.7 214

Return on total assets %-, 7 3.4 21 6.2 11.9 1.5 12.0 10.7 7.0 1855 30.1.

Equity ratio* 8 42.8 »41.6 39.5 4.7 36.5 471 41.4 52.8 463 44,0

Net interest-bearing debl/eqwty 0.89 0.93 1.04 117 0.92 0.65 on 0.45 0.63} 0.61 .
Reiurn on capital employed % 9.15 2.50 3.60 3.0 137 131 110 1.7 8.4 15.9' 25.4 '

Net eamings per share after tax {NOK) 10 4.95 '3.04 8.79 20.68 19.17 14.01 11.36 6.94 16.991 220t
1 MNet earnings per share |
i Tully diluted {NOK} ‘ 10 495 3.04 8.79 2068 19.17 14.01 11.36 6.94 15407 1933
Cash flow per share after tax (NOK} A 22.04 2245 27.89 58.47 48.18 2329 31.85 19.00 33.74 i 330

Cash flow per share ¢ '
fully diluted {NOK}*

.

i 2204 2245 2789 23.29 48.18 23.29 31.85 19.00 29.22" 28.67

Liquidity ‘ i ;
Liquid assets {NOK mill} 12 889 '930 868 4158 8629 T 803 2312 853 1088 1010° '
Cash flow (NQK mill} 13 2948 2973 3687 7052 4922 2162 2 859 1615 2616 | 2555, ‘
Current ratio 14 1.40 1.29 1.09 1.84 2.51 1.46 1.43 1.40 1.22 1.38 '

l
i
'r
r
l

Definitions main financial ﬁgt'wu
1.Gross operaling earnings = operaling eamings + ordinary depreciation + restiucturing expenses
2. Earnings before linacdal expenses » opesaling eamings + interest income + thare of pl'oﬁl i athleatad companies
3. Gioss opetating margin = (oss Gosalng eanings  opefalitg revenue . i .
4, Net operating margin = gperating earnings : operating revenue i
5. Net prolit margin = eamings for L™ year - operating revenue
&. Raturn on assels = earnings beforz financial expenses ; total assets (average)
7. Retutn on equity = earaings for the year ; equity {average)
8. Equity fatio = equily : total assets
9. Retien o capital employed = P g e2mnings before g CosTs : Capital employed (average) (see 15) '
10. Met earnings per share ﬂllel tax = earnings for the year : average numbel ol shares * !
- 11, Cash fiwr per shate after tax = cath flow : average number of shares *
* 12, liquid assets = cash and bank defosits + shor-tetm investments !
. 13. Cash flow = net cash flow Irom operating activities (from statemeni of cash flow)
" 14. Cument tatio = qument assets - curent Habilithes 7
15. Capital employed = total assets léas alfiliates, intesest-free current liabilities and intetest-bearing assets

| .
* When calculating financial ratos per share after full conversion, net eamings and cash flow are rectied by intesest expenses on subordinated convertible bords
|

|
!
. E f
|
t
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Principal shlareholders_at 31 December 2004 ,

JEPR S —

(>0.3% ownership)

Name i ] * " Number of shares % |
Foreign halding ' 50 866 192 . B2
Forest owners’ associations * , 28077 948 , 1109
Folketrygdfondet, Qslo ' i1 459 400 B61
Odin-fondene, Oslo ) 3755 300 ' 282 1
Vital Forsikiing, Bergen ' 2262 408 ‘ 170 ¢
Skagen Vekst, Stavanger : ! 2 190 000 . 164 |
Rederiaktieselskapet Henneseid, Skien 1 1977 204 i 149 !
Skandinaviska Enskilda, Oslo 1842 315 138 !
DnB Investor, Oslo 1414190 1.06
ASS Hawtide, Skien 1396 248 1.05
Storebrand Livsforsikiing, Oslo 1059 992 .80
Nordea-fondene, Osto 901 796 0.68
Norske Skogindustrier ASA 819976 0.62
DnB NCR Markets, Cslo 632 246 0.47
Avanse-fondene, Oslo 598 587 1045
ASS Herdebred, Skien 576 020 043
Bankenes Sikringsfond, Qslo o 550 971 I 0.4
Skiens Aktiemalle AS, Skien by 492 203 . 037
KLP Forsikring, Oslo [ 488530 0.37
Norsk Hydros Pensjonsfond, Oslo ‘ 484 981 . 036
Postbanken Aksjespar, Oslo ' ! 459 450 + 035
Storebsand Spar, Oslo ' 444 955 T 0.33
Skogtiltaksfondat, Oslo I 413 406 0.3
Total shareholders with > 0.3% ownership 113 164 318 ' B5.00
Total number of shares 133 137 088 £100.00 ¢

1) The majority of these sharehowders are registered under custodial banks (nominees).
*2) The regional forest Owners' otgarisations in Norway, and the Morwegian Forest Owners” Association,

+

J
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Key share-related figures

Capital market

I 2004 2003 2002 2000 . 2000 1999 1998 1997 1996 - 1995
Naminal value (NOK/share) 10 10 10 ¢ a0 20 20 20 20 20
Average number of shares excl shares , : ‘
held in treasury {1 000} 132430 132415 132194 120604 102159 92829 89773  B499Y 77537 MI7
Average number of shares after full conversion :
excluding shares held in treasury {1 000) 132430 132415 132194 120604 102159 92820 89773 84991 91986 91641
Net earnings per share after tax (NOK) 1 4,95 3.04 B.79 20.68 ° 19.7 14.01 11.36 694 16.99 2.0
Net earnings per share after full conversion {(NOK) 1 4,95 3.04 8.79 2068 - 1917 140 11.36 694 1510 19.33
Cash flow per share after tax (NOK) 2 22.04 22.45 27.89 11.00 4818 2329 31.85% 1900 33.74 1IN
Cash-flow per share after full conversion (NOX) 2 22.04 22,45 27.89 11.00 ., 4818 23.29 31.85 19.00 29.22 28.67
E]
Dividend per‘_share {NOK) 6.00 6.00 6.00 6.00 6.00 5.50 425 3.50 3.50 3.00
Pricefearnings:; ratio 3 6.5 41.8 1n 8.2 1.9 121 19 125 5.1 34
Priceicash ﬂoi._iv ratio 4 5.8 5.7 15 . 153 3.1 13 28 46 30 6
Payout ratio {%o} 121.2 197.4 68.3 29.0 26.9 336 319 427 195 11.5
Number of sr;ares 31.12.(1 000} A share 133137 133137 133137 133137 67972 57592 57592 57592 53114 53 062
B share - - - - 25172 25172 18832 1BB3Z 12168 12168
Total 133137 133137 133137 133137 93144 82764 76424 76424 65282 65230
T i
\ ' i
Share prices high 146,50 139.00 17550 168.50 17210 17251 110.81 120.15 86.86 94.I5?
Share prices low 110.00 86.50 82.50 115.00 90.11 82.80 66.97 1712 70.83 69.00
A share 1311 127.00 98.00 168.00 150.5%  169.67 90.11 86.86  Bb.4b 75.29
B share . - - - 146,00 168,50 9550 10000  97.25 8175
Teading volume Oslo Stock Exchange 1000 shares 157839 119400 107649 116458 54118 46424 47650 63000 51200 56000
Number of shareholders 31.12. !
A share 23 851 2312 1083 22 587 19431 17900 18 002 17466 1745 17 285
B share - - - o 14915 14693 13 746 13796 14271 14 595
Total 23851 23212 11083 22 587 21779 19884 18 753 18075 18070 17710
Number of foreign shareholders 31.12. A share 121 1222 1210 1092 546 483 203 186 154 79
B share - - - - 133 110 88 97 92 127
Total 121 1222 1210 1092 589 518 222 208 177 31
' ' V
Foreign shareholding 31.12. A share 38.2% 376% 43.1% 41.3% 251%  27.6% 27.6% 260% 23.6% 14.2:5(1
B share - - - - 8.3% 5.6% 6.0% 83% 15.2% 41.4%
Total 38.2% 37.6%  43.1% 41.3% 20.5%  20.9% 22.3% N5%  220% 19.3%
Market value (NOK mill) 17 441 16908 13047 22367 16284 16278 8191 g100 6900 6 060
1. Net eamings per share after tax = profit for the year : average number of shares '
2. Cash-flow per shaie after 1ax = cash fiow : average sumber of shares
3. Pricefearnings rasio = share price 31,12, ; net earnings per share attar tax
4, Price/cash flow 1atio = share price 31.12. : cash flow per share after tax ,
a}When calculating financial ratics per shara after full conversion, net aarnings and cash flow are rectified by interest expenses on subordinated convertible bonds.
The A 2nd B shares merged inte one share dass in May 2001,
!
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Confidence is crucial for ‘
lasting value creation and a o

winner culture

Ethical commercial behaviour, good corporate governance and a clear

[P b ‘
Corporate governance

division of rales and responsibilities between the general meeting,
corporate assembly, board of directors and chief executlve are fundamental for
confidence and lasting value creation. '

, orske Skog is a supplier of newsprint

. and magazine paper, with mills and

* sales offices in five continents. Its

object is to pursue pulp and paper

operations and any activities connected with

these. The company can also participate in

other commercial activity by subscribing to
shares or in other ways.

The board of directors has an overarching
responsibility for determining the company's
goals and strategy, and accordingly assesses its
overall'vision, values, goals and strategies at
regular intervals - normally every 4-5 years. In
the interim period, the focus is on updating
strnteglc plans, implementation and meeting
goals, Norske Skog's present vision, values,
goals and strategies were adopted by the
board in 2004. See page 80.

SHARE CAPITAL, SHARES,

' TRANSFERABILITY
Norske'Skog's equity capital is taiored to its
goals, strategies and risk profile. The board
recently revised the company's dividend
policy. See page 81.

The annual general meenng in 2004
authorised the purchase of the company's
own shares up to a value of NOK 133 137 000,
subject to a maximum of 10 per cent of the
outstanding shares. This autharity was given
for a period of 18 months, and will be consid-
ered again at the annual general meeting on
14 April 2005.

Norske Skog has only one share class, and

“each share carries one vote. This promotes

equal treatment of all shareholders.

Article 5 of the articles of association spe-
cifies that any transfer of shares must be
reported to and approved by the board of
directors. Shares transferred to a new owner
do not carry voting rights until eight days

after the company has been notified of the
transfer. ' '
This provision has its roots in historical
conditions, and has never been used to pre-
vent a share transfer. The board 'of Norske'
Skog will move at the next annual gener':ll
meeting that this provision be deleted fl‘Oﬂ:‘l

the articles of association.
i

GENERAL MEETING

The company’s supreme body is the general
meeting, which is chaired by the chair of the
corporate assembly. Its responsibilities
include choosing the shareholder-elected
members of the corporate assembly and their
alternates, approving the annual accounts and
directors’ report, allocating the net result for
the year and declaring the dividend on the
basis of the proposal from the boatd and thc:f
recommendation of the corporate’ assembly.
The general meeting also chooses three mem:
bers of the company's election committee.

The annual general meeting (AGM) must
be held within six months from the end of
each fiscal year (31 December). Notice of the
meeting must be issued at least two weeks
before it is due to take place.

An extraordinary general meeting can be
called by the board, the corporate assembly or
the chair of the assembly. The board is duty-
bound to call an extraordinary meeting if this
is requested in writing by shareholders repre-,
senting at least one-twentieth of the share
capital. ;

Efforts are made to facilitate the largest
possible attendance at the general' meeting;
and 54.57 per cent of the share capital was
represented at the 2004 AGM in person or by
proxy. This marked a slight increase from
2003. Proxies which specify how they should
be exercised are permitted at the general

Annual report 04
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ll The elezctlon commlttee '“?--.,'

-2004 comprlsed .

“ Ivar l(orsbaklren Cant ey
*{chair, corporate assembly) LT
“CEQ, NOIWEQIB? Forest Owners Assocranons 'f,
ldar Kreutzer

CEO Storebrand ASA

- Bjarn Krlstoffersen .
CEO Natlonal Munltlpal Pensron Fund (KLP)

v Helge Ev;u
cha|r Viken. Skog :

l' E\.'|u is nol a member ol the companfs mrptxale assernblyor board i
2 Neither the chief executive nor other members of the coiporate man =
"~ agement are members of the committee. The election committeé pro-, .

vides salrsla(l representation of me vmzs shareholder mIeresls." 5
f ﬂfl‘ el"

. 2] ful s

meeting, The directors, the election commit-
tee and the company's external auditor will
attend the general meeting.

All shareholders are entitled to put motion
to the general meeting, providing these are
submitted in writing to the board no later
than one month before the general meeting is
held. Matters not specified in the notice for
the meeting can only be introduced with the
consent of all the shareholders represented at
the general meeting,

Contact with shareholders between general
meetings is delegated to the company's man-
agement, and is based on the principle of equal
treatment. The management seeks to have an
active dialogue with the investor market.

ELECTION COMMITTEE

Norske Skog's articles of assoctation provide
for an election committee, which shall secure
good candidates to serve as shareholder-
elected directors and members of the corpo-
rate assembly, and to make recommendations
concerning the remuneration of posts in the
company's governing bodies. The committee
is chaired by the chair of the corporate assem-
bly. it also comprises three members chosen
by the general meeting for a year at a time.
When matters pertaining to remuneration are
under discussion, one of the employee-elected
members of the corporate assembly also joins
the committee.

Decisions by the committee are taken after
extensive analysis of the company's require-
ments and with a view to securing the broad-
est possible expertise, capacity and diversity.

New legal rules concerning female repre-
sentation on the boards of Norwegian public
limited companies were adopted in 2004.
About 40 per cent of the directors must be
women. These new rules, which apply to both
shareholder- and employee-elected directors,
have not yet come into force. The election
committee will bear the new rules in mind for
its work during 2005.

CORPORATE ASSEMBLY
The corporate assembly has 12 members
elected by the shareholders and six elected by
and among the employees. In addition, the

employees have three observers, The assembly
constitutes itself through the election of a
chair and deputy chair, both for one year at a
time.

Shareholder-elected directors of the com-
pany are chosen by the assembly members
elected by the shareholders. The assembly is
responsible for menitoring the management
of the company by the directors and the chief
executive. It also takes the final decision on
proposals from the board concerning sub-
stantial investments as well as rationalisations
or restructurings of the business which have
significant consequences for the workforce.

In addition, the corporate assembly rec-
ommends to the general meeting whether it
should approve the the annual account pre-
sented by the board, and the board's proposal
for the application of a profit or coverage of a
loss. It can also make recommendations to the
board on any issue.

Norwegian legislation on the corporate
assembly system rests on considerations of
industrial democracy and the right of workers
to exercise influence and be. consulted.
Elections for worker members of the assembly
by and among the workforce are held every
other year. The next election is in 2005.

" BOARD OF DIRECTORS
The company's board of directors currently
has seven members. See page 94. |

In addition to overall responsibility for
determining the company’s goals and strategy,
the board is required to keep itself informed
about the group's financial position, deter-
mine the budget for the business and super-
vise that budgetary targets are met. Weight is
given to'ensuring that the company has satis-
factory internal controls and a sound organi-
sation of its business. The board also moni-
tors that the information provided at any
given time is relevant, correct and timely, and
is based on the principles of openness and
equal treatment.

The board is continuously briefed and
updated on all important aspects of Norske
Skog's operations, including environment-
related challenges and the social responsibili-
ty of the company. As part of this process, it
visited the company's mills, important cus-
tomers and other business interests in South
America during 2004. The directors visited
the European mills in 2003. Plans for 2005
include a similar visit to Australasia.

The work and functions of the board are
based on the principle of mdependence from
the management. Neither the chief executive
nor any other member of the corporate man-
agement is a director of the company, but the
CEQ attends board meetings on a permanent
basis.

During 2004, the board itself discharged
the functions which are assigned in some
cases to a special audit committee. More time
than in earlier years was devoted to audit-
related issues. This included holding several
meetings with the company's external audi-

tors without the corporate management being
present.

The board carries out annual assessments
of its own competencé, mode of working and
activity. The eléction committee is briefed on’
the conclusions of this assessment. An intro-'
ductory programme has been established for
new directors, covering all aspects of the com-
pany's business.

Directors must act independently and in
such a way that nobody obtains an advantage.
Each director is duty-bound to inform the
board about possible personal and significant
commercial relations with the company
which might call the director's independence
and objectivity into question. '

Specific authorisations given by the board
to the chief executive mean that the directors
deal only occasionally with contractual issues,
relating to the company.

One director, @ivind Lund, is employed as,
national head of ABB in Turkey, The ABB'
group delivers technical equipment to Norske
Skog's paper mills from time to time. Chair’
Lars Wilhelm Greholt and director Halvor
Bjorken are forest owners who supply wood
to the company on normal standardised
terms. No director is remunerated for their
work for the company from any source other,
than the company itself. ,

COMPENSATION COMMITTEE !
The board appoints the company’s president'
and CEQ, and determines this person’s condi-|
tions of employment, including incentive,
schemes, on the basis of proposals from a spe-r
cially-appointed compensation commmee.
which comprises the chair and deputy chair of
the board and one other director. This com-*
mittee alse discusses the principles for deter-l
mining remuneration and other compensa-
tion arrangements for senior employees.
Norske Skog's policy is to pay a competi-'
tive basic salary based on the person con-.

i

-l Corporate govemance is -
: regulated by:

. Norske Skog 5 amcles of assocrauon .
- See page 128 TR

s

: Norweglan Act on Publrc erlted Companres
‘-of 13 June 1997 no45..

- Rules of procedure for the board of oy
NorskeSkog B S

Authontleshnstructlons gwen to the l
chref execuuve- o "»-l ?" .

Mandate for the compensanon commmee -
Y

Recommendatton on corporare governance ]
See weiw, oslobors noloblcg ‘

Norske Skog 5 gmdelmes on ethical commer-
» cial behavrour See www. norskeskog com. -

Norske Skog" 5 core values of openness o
-*honesty and cooperauon LT

L
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REMUNERAFION

; I e
cerned’s national labour market. All senior
employees also have result-based component
in their remuneration package, Annual targets
are set in relation to the individual's area of
responsibility. A focus on long-term value cre-
ation is assured by making 50 per cent of the
annual payment in the form of Norske Skog
shares which must be retained for three years.
In 2003, the board also approved a three-year
bonus programme related to the development
of the share price. This is based on synthetic
options, as described in more detail on page
83 Both these incentive schemes are imple-
mented regardless of the location of the per-
son concerned,

CEOQ AND CORPORATE MANAGEMENT
The chief executive is responsible for day-to-
day management of the company's opera-
tions, and for ensuring that it is run and
organised in accordance with shareholders'
wishes and the board's decisions. He is also
responsible for ensuring that the group
accounts conform with statutes and regula-
tions, and that assets are managed in a sound
manner.

The corporate management team com-
prises chief executive Jan A Oksum and nine
other members. See page 95.

OPERATIONAL GOVERNANCE MODEL
Norske Skog's organisation is structured on
the basis of the value chain. This ensures a
strong operational prip on value creation
while maintaining efficiency and short
decision-making lines.

The corporate management also includes
the executives responsible for South America
and Australasia respectively. This ensures
closeness to customers, suppliers and relevant
government agencies.

AUDITING

Norske Skog's internal audit department is
responsible for operational auditing and for
evaluating in-house management and con-
trol systems. The annual audit plan, control
report and status report from the company's
internal auditors are submitted to the board.
In addition, the internal audit department is
responsible for coordinating auditing activi-
ties between internal and external auditors,

The company's external auditor is
responsible for financial auditing of the par-
ent company and the consolidated accounts.
The annual general meeting in 2004 elected
PricewaterhouseCoopers as new auditor.

All board meetings which consider the
annual and interim reports are attended by
the external auditor. The board also regularly
conducts separate discussions with the audi-
tor without the administration being present.

The Improvement 2003 programme,
which included reorganisation, downsizing
and the intreduction of new information
technology systems, has created a need to
review the in-house management and con-
trol systems.

11 ' N . I
|C_orporate governance

Remuneration relating
to employment and
elected office in
Norske Skog

B Corporate assembly Remuneration is fixed annually by the
general meeting. The The assmbley chair receives a fee of NOK 130
000 per year. The other members receive NOK 5 000 for each meet-
ing. Committee meetings are remunerated at a rate of NOK 5 000 per
meeting. These amounts are fixed. A total of NOK 441 500 was paid

to members of the assembly in 2004. : i

H Board of directors Remuneration is fixed annuallyiby the ,
corporate assembly. The chair receives NOK 450 000, the deputy |
chairman NOK 325 000 and the other directors NOK 250 000 each.
Committee meetings are remunerated at a rate of NOK 5 000 per
meeting, These amounts are fixed. A total of NOK 2 392 500 was paid |
to directors in 2004, including NOK 5 000 per meeting for alternates
who attended. ;

B President and CEO The CEO's salary and other terms are :
negotiated by the compensation committee and determined by the |
board. Salary and other remuneration paid to the CEQ and additional
information on'pension plans and the pay guarantee scheme can be

found in Note 3 to the consolidated accounts. See page 108. !

B Corporate management The compensation committee
also reviews the principles for determining the pay and other condi-
tions for the rest of the corporate management.

M Internal board remuneration No fees are paid to Norske.
Skog employees who serve on the beards of group companies.
Similarly, fees due to office holders in companies in which Norske
Skog has shares fall to Norske Skog. That applies in cases where the
employee has received the appointment because of their posit:ion in
Norske Skog.

B Other information on option schemes, bonus schemes and
loans to senior personnel is provided in Note 3 to the consolidated
accounts. See page 108.

H Employee share saving scheme Ail employees of '
Norske Skog ASA and subsidiaries owned more than 90 per cent are
offered the opportunity every year to buy shares at a dlscoum The
cost is deducted from their pay over 12 months. [n 2004, this ‘offer
embraced all employees in Europe, Australasia and South Améerica as
well as shareholder-elected members of the corpotate assembly and
board of directors. '

W Shares in Norske Skog owned by elected off' -
cials and the corporate management Members of the
corporate assembly owned 39 185 shares in Norske Skog at 31
December 2004. Similarly, directors owned B 810 shares. Members of
the corperate management held 28 509 shares and 480 000 optmns ,
For further details, see page 94. K
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Board of directors of Norske Skog

B LARS WILHELM GRAHOLT

g Chair of the board since 2002, director since 2001,

4 Forest owner. Chair, Norwegian Forestry Research
Institute (NISK) since October 2004, director since

#= 2001. Chair, Norwegian Forest Owners' Association

Y 1998-02, Chair Viken Skog 2000-02, Vest-Viken Forest
Owners' Association 1999 and Drammen Forest
Owners Association 1993-99. Board member, Pan European Forest
Certification (PEFC) 1999-03,

. EGIL MYKLEBUST

Deputy chair of the board since 2003, director since
2001. Formerly managing director, Norwegian
Employer's Federation and Confederation of

I:4 Norwegian Business and Industry, and president and
i CEO, Norsk Hydro. Chair, SAS and former chair

il Norsk Hydro. Director, Sandvik AB, Vetco
International and the University of Oslo.

W JAN VIDAR GRINI

m Worker director since 2001, elected by the employees.
With Union, later Norske Skog, since 1960, Chief shop
steward at Norske Skog Union and for the Norwegian
; units in Norske Skog. Director, Growth in Grenland
M since 1997. Deputy chair, Grenland Port Authority
since 2001.

l KARE LEIRA

Worker director since 1999, elected by the employees.
T With Norske Skog since 1975, Chief shop steward and

TP
ki‘l‘- :ﬂ' chair of the company's European works council
-
~Uad (EWC) since 1997. Board member, Norwegian United

Members of corporate bodies = .

. {number ot shares held in bzackeis}

[ | Corporate assembly
Elected’ by shareholders

Ivar B Korsbakken, QOslo, chair (1 052)
[dar Kreutzer. Oslo, deputy chair {0)
Emil Aubert Porsgrunn (34 505)
Ole H Bakkg, Trondheim (53)

Svein Haaré, Hokksund (855)

Bjern Knstoffersen, QOslo (0)
Halvard Sasther. Lillehammer {2 817)
Svein Aaser,‘. Drabak (775)

. Kirsten Idebuen, Havik (0)

Alternates

Stig Johansen, Forestia Braskereidfoss {385)

Per K Dahl, Norske Skog Saugbrugs (555)
(on leave since September 2003}

Steinar Voldseth, Norske Skog Skogn (0)
Paul Kristiansen, Norske Skog Saugbrugs (0)
Kjell Aspestrand, Norske Skog Saugbrugs (300)
Bent Sevaldsen, Norske Skog Union (0}

Jern Kristiansen, Norske Skog Follum (0)
Tom Helland, Forestia Agnes (150}

THE BOA'RD

n GISI‘:'I.E MARCHAND ! !
Director since 2002. MSc in business economics. Managmg
I director, Norwegian Public Service Pension Fund,
* Previously managing director, Batesgruppen AS. Lcading'
i posmons in Norwegjan banks, most recently as senior \flce
president with Den norske Bank. Director, EDB |

- Businesspartner ASA, Innovation Norway, Guarantee
Institute for Export Credit (GIEK) and GK Kredittforsikring AS.

| '
| ﬂlVIND LUND ' !
Director since 2000. PhD engineering and business .
studies graduate. CEO, ABB Norway 1998-01. Head of
the ABB group's global quality and productivity
improvement programme, 2001-03, Naticnal head for
Turkey, ABB, since 2003. '

I HALVOR BJBRKEN
Director since 2000. Forest owner. Chait, Forest |
Owners' Association North. Deputy chairman, !

", Norwegian Forest Owners' Association, Industriflis and
#.5 Din Tur AS. Director, Midt-Norsk Temmerimport, and
*2 member of the corporate assembly, Skogbrand insur-

i ance company. Chair, SN Holding A/S.

| ROBERT SVARVA

Observer since 2003, elected by the employees. With
Norske Skog since £990. Shift supervisor, Norske Skog
Skogn.

e w e e e e - el

- -

Gisé!é Marchand, Oslo (300) : V-
Jan Vidar Grini, Norske Skog Union {753)
Kdre Leira, Norske Skog Skogn (8210) ‘

Afternates for worker directors
Kjetil Bakkan, Norske Skog Skogn (158}
Per @ivind Lie, Norske Skog Union (0)

Observer
Robert Svarva, Norske Skog Skogn (120)

B Corporate management '

Ase Marie Bpe. Marnardal {0)

Ann Kristinj Brautaset, QOslo (0)

Christian R%i_mberg. Be i Telemark (0}
i

Observers elected by the employees
Jarle Halvorsen, Norske Skog Union (0)
Kjelt Hansen, Norske Skog Follum (0)

Ove Magne Anseth, Forestia Bra.skfrerdfo&s (210)

. Alternates’

. Turid Fluge Svenneby, Spydeberg (0)
- Hege Huse, Oslo( )

* Torstein A Opdahl, Namna {613)

© Siv Fagerland Christensen, Sola (0)
i

Elected hyiemployees

Stig Arnegard, Norske Skog Skogn (113)
Trond Andefsen, Norske Skog Saugbrugs (0)
Magnus Straume Norske Skog Union (38)
Roy Helgerud Norske Skog Follum (0)

Alternate observers . .
Eigil Fredriksen, Norske Skog Union {410) .

Terje Andre Briten, Norske Skog Follum (25)
" Rolf Randen, Forestia Kvam (293}

M Board of directors

Lars Wilhelm Greholt, Hov, chair (2 780)
Egil Myklebust, Oslo, deputy chair (0} .
Qivind Lund, Istanbul, Turkey (1 067)
Halvor lerken Verdal (3 {)90)

. — N .-
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at 31 December 2004

Jan A Oksum, president and CEO (11 369} .
Vidar Lerstad, senior vice president (4 549) ¢
Rolf A Negrd, senior vice president {1 042) '
Hanne K Aaberg, senior vice president (1 654)
Jarle Dragvik, senior vice president (2 673)
Jan H Clasen, senior vice president (742)
Ketil Lyng, senior vice president (3 874)

Rob Lord, executive vice president (1 786) ,
Antonio Dias, executive vice president (820)

Auditor
PricewaterhouseCoopers (0}

1
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CORPORATE MANAGEMENT

Corporate management of

l JAN A OKSUM
President and CEQ

With Norske Skog since 1979. MSc engineering,
Norwegian Institute of Technology. Research associate,
Pulp and Paper Research Enstitute of Norway, 1974-79.
Process engineer and production manager, Norske
Skog Skogn, 1979-88. Technical manager, then manag-
ing director, Norske Skog Golbey, 1989-96. Senior vice
presxdent R&D, 1997. Senior vice president, pulp and magazine paper,
1997-99. Senior vice president, business development, 1999-00. Senior
vice president, strategy, and deputy CEQ, 2000-03. Chief executive
since 1 January 2004

H VIDAR LERSTAD

Senior vice president, strategy, and acting CFO

With Norske Skog since 1989. MSc in business econom-
ics, Norwegian School of Economics and Business

§% Administration, With Norsk Hydro 1970-74, Counsellor
@8 and trade attaché, Export Council of Norway, Oslo and
Brussels, 1975-80. Marketing vice president, Tandberg
1980-84, Managing director, Scancem cement factory,
Togo, 1984-89. Managing director, Norske Skog Golbey, France, 1989-
94, Managing director, Norske Skog Sales, 1994-96. Vice president sales
and marketing, Norske Skog, 1996-99. Managing director, international
area, 1999-00. Senior vice president, Asia area, 2000-02. Executive vice
president, Norske Skog South America, 2002-04.

B ROLF A NEGARD

Senior vice president, human resources and organisation

" With Norske Skog since 1994. Law degree, Qslo

M 1, University. Executive officer, Ministry Of Local

4 Government and Labour, 1986-88. Police intendant I,
1988-90. Lawyer and chief negotiator, Federation of
Norwegian Process Industries, 1990-94. Human
resources manager, Norske Skog, 1994-96. Vice presi-
dent human resources, 1996-02.

'
t

Il HANNE AABERG

Senior vice president, corporate communication \

With Norske Skog since 1997, BA, jourqalism and

sy public affairs, San Diego State University. Science stud-
i| ies, University of Oslo. Editor, Skarland Press AS,

1986-88. Chief information officer, Norwegian

Shipowners' Association, 1988-97. Chief information

officer, Norske Skog, 1997-00. Vice president, corpo-

rate communication, Norske Skog 2000-02,

B JARLE DRAGVIK

Senior vice president, production

With Norske Skog in 1986-95 and since 1998, Graduate,
Norwegian School of Management. Marketing manager,

= | Singer Products Co, USA, 1985-86. Director of adminis-
ol 8 tration, Norske Skog (USA) Inc, 1986-89. ‘Sales manager
§ and vice president sales, publication paper. Norske
Skog, 1989-95. Area vice president, Visma ASA, 1995-
97. Managing director, Visma ASA, 1997-98. Mill manager, Hurum
Papirfabrikk, 1998-99. Mill manager, Norske Skog Bruck, Austria 1999-
02. Senior vice president, sales and marketing, 2002-04.

[P |
Corporate governance

Norske Skog

Il JAN-HINRICH CLASEN

Senior vice president, sales and marketing

With Norske Skog in 1992-96 and since 1999, MSc
and PhD in engineering, Technical University
Clausthal, Germany. Sales vice president magazine,
Norske Skog, 1992-96. Managing director, Ahrensburg
mabazme printer, Axel Springer Verlag AG, Germany,
1997-99. Sentor vice president sales and marketing,
Pan Asia Paper Company Ltd, Singapore, 1999-03. Vice prestdem
newsprint sales, Norske Skog, 2003-04.

B KETIL LYNG =
Senior vice president, supply and logistics '

. ' \
With Norske Skog since 1985. Law degree, University
of QOslo. Norwegian Consumer Council, 1983-85.
Group legal advisor, board secretary and deputy man-
M aging director, Norske Skog 1985-89. Vice president,
commercial and administrative functions, 1989-95.
Senior vice president, human resources and organisa-
tion, 1995-96. Managing director, Norske Skog Golbey, France, 1996-
00. Vice president, strategy and business development, 2000-02.

Il ROB LORD

Executive vlce president, Norske Skog Australasia

With Norske Skog since 2000. BSc, Umvers:t)' of
Waikato, New Zealand, and MBA, University of
Canterbury, NZ. Product manager, paper, Tasman
# Pulp and Paper Co Ltd, 1988-91. Sales manager,
Australian Newsprint Mills Ltd, 1991-93. Marketing
manager and vice president, Tasman Pulp and Paper
Co Ltd, 1993-98. Marketing vice president, Fletcher Challenge Paper
(Australia) Pty Ltd, 1998-00. Vice president sales and marketmg,
- Norske Skog Australasia 2000-03.

L] 1

Il ANTONIO DIAS

Executive vice president, Norske Skog South America

With Norske Skog since 2000. Engineering degree
from Escola de Engenharia Maua in Brazil, MSc and
PhD in engineering, University of Michigan, USA. :
With Fletcher Challenge group in Brazil and New
Zealand, in the areas of business development. e-com-

- merce, investor relations and strategic planmng, 1995-
00. Semor vice president marketing and sales, Norske Skog South
Amenca, 2000 04, i

\ -

B CHRISTIAN RYNNING-TONNESEN

Senior vice president, finance, CEQ

B With Norske Skog from 1 April 2005 MSc ::ngineer-
ing, Norweptan Institute of Technology. Researcher,
Sintef, 1984-85. Refinery analyst and product coordi-
nator, Esso Norge, 1985-89. Consultant, McKinsey,
1989-92, With Statkraft in Norway, manager, strategy,

. executive vice president, supply northern European,
executive vice president, market, executive vice president, strategy
M&A and senior vice president, finance 1992-05.
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" Directors’ report for 2004 | .

Comments on the accounts
[} .

B
Demand for newsprint and magazine paper was good in most countries and regions
during 2004, and Norske Skog's sales and production volumes grew by 4.5 per cent to
5.5 million tonnes. This is the highest level ever, and the volume corresponds to 95 per
cent of production capacity. Earnings were nevertheless weak because one-year agree-
ments in Europe and Australasia yielded price reductions in these markets. Prices measu-
red in local currendies rose in most other markets. The price of several imgortant input
factors also increased during the year.

Since Norske Skog is a worldwide company, currency movements are very important
for its eamings. As in previous years, major changes were experienced in exchange rates.
ihat applied first and foremost to the US doltar, which weakened by eight to 10 per cent
against a number of currencies during the year. The Norwegian kroné also strengthened
to some extent against the euro and the pound sterling. Overall, exchange rate changes
meant that the krene strengthened by 3.5 per cent from 1 January to 31 December
2004 against the currencies in which Norske Skog has revenues and costs. On average
for the whole year, however, the krone was a little weaker than in 2003. To even out cur-
rency effects in the short and medium terms, Norske Skog hedges the bulk of its cash
flow at all times for the coming 12 months.

Earnings and cash flow

Gioss operating revenue was NOK 25.3 billion {2003: NOK 24.1 billion), and gross ope-
rating earnings came to NOK 4.3 billion (2003: NOK 4.7 billion). Operating earrings
after depreciation but before write-downs and provisions for restructuring in Australasia
were NOK 930 million (2003: NOK 1 A illion). When the excluded items are taken into
account, operating earnings came 10 NOK 757 mitlion (2003: NOK 1.5 billion).

A loss of NOK 41 million (2003: NOK 239 million) was recorded under affliated |
'companies as Norske Skog's share of the net loss for these companies. NorskeCanada
accounted for a loss of NOK 44 million {2003: NOK 160 million), while Malaysian
Newsprint Industries contributed a profit of NOK 5 miflion as against a 2003 loss of NOK
87 million. -

Net financial expenses for 2004 amounted to NOX 718 million (2003 NOK 13401
million). Currency hedging yielded a gain of NOK 156 million, cornpared with a loss of
NOK 278 million in 2003. -

Pre-tax earnings came to NOK 140 million after including NOK 142 ml“lOn in gain
on the sale of forest propenties in mid-Norway. The corresponding figure for 2003 was
NOK 770 million, which included other iterns of NOK 814 million - pnmart!y gain on the
sale of power stations in Norway.

The tax gain for 2004 was NOK 523 million compared with a cost of NOK 364 milli-
on the year beforé. Factors affecting the tax gain in 2004 include the reversal of NOK
276 million in tax reserves. Company taxes have also been reduced in several countries
in which Norske Skog has operations, and changes in Australian 1ax rules meant a step-
up in the tax values,

Net earnings after tax came 1o NOK 655 million (2003: NOX 402 mllllon) Earnings
per share were NOK 4.95 {2003: NOK 3.04).

Cash flow from operations, excluding financial items paid and tax pa|d was just over
NOK 2.9 million, virtually unchanged from 2003. Cash flow per share amounled to NOK
22.04 (2003; NOK 22.45).

The board confirms that the going concern assumption is realistic, and the annual
accounts have been prepared on that basis

Proposal for dividend '
The board proposes a dividend of NOK 6 per share, unchanged from the year before. This
praposal accords with the company's dividend policy, which is to pay a stable and com-
petitive dividend averaging 15-25 per cent of cash flow over a business cycle.
t

fmprovement programme
Norske Skag's Improvement 2003 progiamme was concluded at 31 December. Gains
achieved from the base year of 2002 are in line with the original target of NOK 2 biffion.

A major element in the programme was an extensive downsizing for mills, sales offi-
ces and staff functions. The goal was to reduce the workforce by 1 200 people, which
was achieved with only minimum variances.

Balanee sheet l

The book vatue of Norske Skog's assets at 31 December 2004 was NOK 44.1 billion, a
reduction of NOK 2.4 billion from the year before. This reflects higher depreciation than
investment and the strengthening of the Nonwegian krone since 31 December 2003.
Gearing (the ratio of net interest-bearing debt to equity} was 0.9 at 31 December
2004, This is in line with the target, and represents a slight improvement from 2003.
After a provision of NOX 795 million {or dividend, equity came to NOK 18.7 billion or
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NOK 140.50 per share at 31 December. The strengthening of the krone over the year
reduced equity by NOK 300 million.

Norwegian bond loans were sefinanced during 2004, which means that debt repay-
ments will be marginal in 2005. The average time to maturity on the long-term debt was
7.1 years at 31 December. Norske Skog seeks a balance between varigus borrowing
sources, and abaut 20 per cent of its borrowings a1 31 December were in the Norwegian
band market. The remainder was divided faity evenly between foreign bonds loans and
bank borrowing, The Standatd and Poor's 1ating agency reduced Norske Skog s credit |
rating to BBB- with stable outlook in the spring of 2004, while the Mood,v 5 laung [
remains unchanged at BaaS These ratings accord wnth the company's stralegy ,

Investment " | l
Capitalised |nvestment came to NOK 2 billion (2003 NOK 1.2 biltion), Norske Skog's
share of PanAsia’ s new newspnnt mill at Hebel in China was NOK 583 million in 2004. |
Conversions were also carried out at Norske Skag Bruck in Austria and Norske Skog
Saugbrugs in Norway, |
The board of Norske Skog resolved in June to invest AUD 160 mllllon.'NOK 750 m|II|-
on in an extensive restructuring of operations in Australasia. This project is in an early
phase, and roughly NOK 60 million was incurred in 2004. In addition, the board decided
to expand the TMP plant at Norske Skog Welsum. This project is costed at NOK 280 milli-
on and will be executed in the second half of 2005, !
i t '
Implementmg IFRS ; '
Norske Skog will present its accounts in accordance with Intemational Financial '
Reporting Standards (IFRS) from the first quarier of 2005. An opening balance sheet at 1
January 2004 has been prepared on the basis of the IFRS principles. This batince sheet is
preliminary and unaudited. Two major changes arise in relation 1o the previously- repot-
ted balance sheet based on Norweglan accounting principles: !
«  Under IFRS, provision for dividend is not booked until it has been approved by the -
general meetings. ‘
* Unlike the Norweg|an a(counung principles, IFRS does not permit deferred tax to
be recorded at net presem value, !
See the more detallled presentation of the IFRS effects on page 126-127 of this report.
1 1
! | i .
Regional operatlons
Europe: higher demand but lower prices

Norske Skog's operanons in Europe embrace a total of nine mills, accounting for about
60 per cent of its pruducuon capacity. This part of the business had operating revenues |
of NOK 15.6 bittion (2003: NOK 14.8 billion) and operating earnings of NOK 160 million
{2003: NOK 1 033 :'11|ll|on) The gross ogerating margin was 15.8 per cent (2003 19.2
per cent). |

Deliveries and producuon from Norske Skog's European mills came to 3. 6 million '
tonnes, their bestever level. ln addition to high demand, this reflects good progress for
produgtivity - pamclularly in the second half. Six of the milfs set new productton records. |

Europe - newspnnt : !

Operating revenues for the newsgrint business were NCK 8.3 billion (2003: NOK 7.6 bil- ‘ :

lion), and gross operating earmngs came to NOK 1.2 billion (2003: NOK 1.3 bllhon) ;
Volumes produced and sold mcreased by nine per cent. The 2004 result was weak owing
to low prices and increased costs, particularly for energy and to some extent for other
input factors. i i

European newsprint prices measured in local currencies were four-five per cent lower.
than in 2003 and at their lowest for 10 years. One-year contracts meant that the price |
level was relatively stab!e lhroughout the year, even though demand rose by more than -
six per cent. ) {

! l

Europe - magazine paper !
Operating revenues for the rnagazme paper business were NOK 7.3 billion (2003: NOK
7.2 billign}, and gross operating earnings amounted to NOK 1.2 billion (2003 NOK 1.5 |
billion}. Volumes produced and sold were marginally lower than in 2003. This reﬂected .
conversion shu[downs at Norske Skog Bruck and Norske Skog Saugbrugs, and the gradu-,
al replacement of the Pacopress SC grade fram Norske Skog Parenco with siandard new—l
sprint towards the end of the year. The 2004 result was weak owing to low pnces and 't
higher costs for chemlcal pulg and energy.

Europe expenenced substantial excess capacity for Ilghlwelght coated (LWC) magan
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ne paper over several years, which resulted in a big dedine in prices despite good pro-
gress for demand. LWC prices in 2004 wera 25 per cent below the 2001 level, The may-
ket for super calendered {SC) magazine paper was tight, but the posmon with IWC also
led to lower prices for SC.

Demand for magazine paper in Eurepe increased by 4.5 per cent during 2004, The
USA is an important export market for magazine paper, and demand there increased by
more than seven per cent at the same time as price rise were imglemented.

Australasia

Norske Skog has three mills in Australasia, and is the only newsprint manufacturer in
that part of the world, This region had operating revenues of NOK 4.2 billion (2003: NOK
4 hillion} and gross operating earrings of NOK t 143 million (2003: NOK 1 175 million}.
The gross operating margin was 27 per cent (2003: 29 per cent). This decline primarity
reflects a four per cent price reduction in New Zealand from 1 January 2004 and 3 seven
per cent cut in Australia from 1 July, Lower grices in local currencies followed from the
price formula incorporated in Norske Skog's long-term contracts with its biggest custo-
mers.

Productivity developed positively, and volumes in Australasia mcreased by 20 000
tonnes in 2004. Health and safety work has a high priority, and none of the mills suffe-
red any lost-time injuries during the year. .
South America .

Norske Skog has one newsprint mill in Brazil and another in Chile, which makes it the
largest manufacturer in South America. This region had opeating revenues of NOK 1 146
million {2003: NOK 1 094 miflion) and gross operating eamings of NOK 346 million
(2003: NOK 329 million}. The gross operating margin was 30 per cent, which is the hig-
hest among Norske Skog's fegions. Because of substantial imports from North America,
price developments in the region by and large follow US trends. Measured in US dollars,
prices for standard newsprint rose by about 10 per cent during 2004.

Productivity developed positively at the two mills. When account is taken of the ter-
mination of the joint venture with Klabin in the spring of 2003, production increased by
two per cent in 2004.

A1 31 December 2004, Norske Skog Pisa in Brazil had completed 588 days without a
lpst-time injury.

Partly-owned companies

PanAsia Paper Company

PanAsia Paper Company, a joint venture owned 50-50 with Abitibi Consohdated is the
largest newsprint manufacturer in Asia outside Japan, It owns four mills in Korea,
Thailand and China. A new mill due to become operational during the second haf of
2005 is under construction in China's Hebei province, PanAsia owns 80 per cent of this
facility. Once it is operational, the company will be the largest newspaper manufacturer
in China. In addition to selling newsprint from its own mills, PanAsia is also responsible
for Asian sales of paper produced by its owners and by NorskeCanada. Nosske Skog uses
proportional consolidation to record its share of PanAsia's profit and loss account and
batance sheet. This means that 50 per cent of PanAsia's profit and loss account, balance
sheet and cash flow is recorded line by line,

PanAsia had operating revenues of USD 1 ialfiorvNOK 6.7 billion (2003: USD 901
million/NQK 6.4 billion). This amounts in Norske Skog's accounts to operating revenues
of NOK 2.6 billion (2003: NOK 2.4 billior) and gross operating eamings of NOX 443 mil-
lion (2003: NOK 480 million}. The gross operating margin was 17 per cent {2003: 20 per
cent). Earnings were unsatisfactory in 2004, which primarily reflects the continuing
weakness of the Korean market, The two mills in Korea account for about 80 per cent of
PanAsia's production capadity, and current conditions mean that a relatively large share
of their cutput is exportad to other Asian markets.

PanAsia produced and sold just under 1.4 millien tonnes of paper, whlch represents
a 10 per cent increase from 2003. The company has very modern mills, which are highly
efficient and have good health and safety figures. The lost-time injury frequency per milli-
on working hours was 0.5 in 2004.

Project financing for the Hebei mill was named Asia-Pacific Industrial Deal of the Year
by the Project Finance magazine.

PanAsia’s awners have not provided any guarantees for the company's debts.
Malaysian Newsprint Industries {MNI) |
Norske Skog owns 34 per cent of MN), which is Malaysia‘s only newsprint milt, and uses
the equity method to consolidate its results. This means that Norske Skog's share of
MNI's net earnings after tax is recorded in the profit and loss account under affiliated
companies. The 2004 share amounted to NOK S million, compared with a loss of NOK
87 million for the year before which included NOX 38 million in wiite-cown of assets,
The improved earnings reflect better market conditions and higher prices.

NorskeCanada

Norske Skog owns 29.4 per cent of NorskeCanada, a listed company which ranks as
North America's third largest manufacturer of newsprint and magazine paper. The equity
method is used by Norske Skog to consolidate NorskeCanada's results. The Canadian
company has four mills in British Cofumbia with a total capacity of 1,85 million tonnes of
publication paper, as well as 115 000 tonnes of packaging grades and 400 000 tonnes
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of market pulp. NorskeCarJada had net operating revenues of CAD 1.9 billion/NOK 9.7
billion {2003: CAD 1.6 billien/NOK 8 billion) and gross operating earnings of CAD 153
millionyNOK 779 million {2003: CAD 78 mifhion/NGK 390 million). The net loss was CAD
29 million/NOK 148 m||!:on {2003: CAD 85 million/NOK 425 million).

The main reasen for the improvement in results was higher prices for both paper and
market pulp. lmpravemen programimes also had a good effect, but the strenglhenlng of
the Canadian dollar against the US dollar meant that NorskeCanada's net result remai-
ned unsatisfactory,

1

Forestia ' I !

Norske Skog owns 90.1 per cent of Forastia, which comprises two ch:pboard plants at
Braskereidfoss and Kvam respectwely as welk as a factory manufacturing I beams atMoi
Rana. Forestia produced 363 000 cubic metres of chipboard and 575 000 funning
metres of I-beams in 2004,

The company had grossI revenues of NOK 579 million and net earnlngs of NOK. 5
million. i

Nordic Paper |
Mordic Paper, owned 45 per cent by Norske Skog and 55 per cent by M Peterson & Son
AS, ranks as the world's Iargest manufacturer of greaseproof and baking paper grades,
with an annual production capacny of €2 000 1onnes. The company has three mills, at
Geithus and Gredker in Ndm.ray and Sifle in Sweden.

Reveniues for Nerdic Paper came to NOK 814 million, and its pre-tax prof it was NOK
900 000. ]
The owners tried 1o sell Nerdic Paper in 2004, but failed to obtain a satlsfactory pnce

\

Risk management
Norske Skog has worked systemancally on managing risk for @ number of years One ele-
ment in this is defining the company s tolerance to risk - in ather words, its capacity to
deal with unexpected neganwe incidents. Gross risk is assessed against net nsk on the
basis of comelations between various risks and hedging opportunities. In many cases,
these correlations can sngmf‘ icantly reduce the risk picture. Such assessments form an
important part of the deqsm‘n making basis for the company's investment projects, for -
instance.

Risk management in Norske Skog primarily covers exchange rates, interest rates and
energy, as well as credit risk’ ‘and the group’s non-life insurances. i

Norske Skog hedges 50-100 per cent of expected cash flow in foreign currencies
over the coming 12 months. At 31 December, the proportion hedged was about 80 per |
cent. Exchange rate fluctuations also affect the book value of aroup assets outside
Norway. The group accordingly hedges its balance sheet against such fluctuations, prima-
fily by matching the currenciés in its loan portfolic with those in which its assets are
denominated. 1 '

Existin long-term cont:acts cover more than 85 per cent of Norske Skog s 1otal elec-
Tricity consumption at the Non.veglan mil's until 2020, at a relatively stable and favou-
rable price level. A substannal proportion of consumgtion in continental Europe is met in
the short-term markets because the hedging premium there has been high, Elecmmy
requirements in South America and Australasia for the next few years are covered by
short-term {two-three years) and long-term contracts. Risk management is monitored
through routines for internal control and reporting. i

Having floating interest 1ates on as much as possible of its debt is regarded by !
Norske Skog as a way of reducnng risk. This reflects the comrelation between the compa- -

4

ny's earnings and the economic cycle, with interest rates normally high in growth periods

and lower dunng recessions.

Norske Skog is exposed ta liquidity risk when payments on finangial Ilabllmes do not.
correspand with its cash ﬂow from operations. To counter such effects, the group seeks
10 spread payments related to finandial liabilities throughout the year. In addition, the '
group has a specified fiquidity reserve available at all times. '

Credit evaluations are made by Norske Skog for all counterparties to fi nancial trans-
actions. At a minimum, they musl be A-rated. Calculations are made for non-rated com- |
paniies, hased on the same reguirements for key figures applied to A-rated firms, On the
basis of a given rating and other calculations, each counterparty is allocated a limit for
permitied credit exposure.

For further details, see the section on the group’s risk expasures in Note 27 to the
consolidated accoums

|
. I : ‘:
Development of the share , '
Increased trading in the Norske Skog share !

Mast stock exchanges oms:de Norway were flat or progressed weakly during 2004, The
Oslo Stock Exchange stood 0u1 with a sharp rise in its benchmark index, largely because
high oil prices bonsted share pnces for many companies. The Norske Skog share, indu-
ding dividend, yielded a return of 7.9 per cent from 30 December 2003 10 30 December
2004, This was not signifi cantly different from most other Nordic companies in the sector.
The highest and lowest prices m 2004 were NOK 146.50 and NOK 110 lespectmh;
while the average price for the year was NGK 125 - 1t per cent higher than in 2003,
Norske Skog's stock market valuanon at 31 December was NOK 17.4 billion (2003 NOK
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16.9 billion), which corresponded to 92 per cent of book equity.

Since the merger of the A and B shares in 2001 and the international share issue of
the same year, the Norske Skog share has been ane of the most Equid on the Oslo Stock
Exchange. During 2004, 158 miflion Norske Skog shares were traded. That coresponded
t0 119 per cent of the total number of shares and represented an increase of 12,5 per
cent from the year before.

Owner structure

Ingividuals or campanies outside Norway owned 38.2 per cent of the shares at 31
December, which represents a marginal increase from 2003, The forest owner associati-
ons in Norway owned 21.1 per cent of the company at 31 December.

Relative return

Untif 2004, Norske Skog has measured the return on its shares over rolling two-year
periods against a relevant reference group of share indices and competitors. The Norske
Skog share yielded a total return of 45.9 per cent over the latest two-year period, which
was 9.6 percentage points above the reference group.

Own shares '

Norske Skog held 819 976 of its own shares at 31 December 2004, or 0.6 per cent of
the total number. The board is authorised to buy back up 1o 10 per cent of the outstan-
ding shares. This authorisation runs until October 2005, and the board will propose that
it be extended. The company acquired 339 500 of its own shares in the market during
2004, and disposed of 252 276 through the annual share sale to its own employees and
a5 partial settlement of bonus agreements. A total of 1 324 employees participated in
the 2004 share sale, an increase of 28 per cent.

Share capital )

The shase capital was unchanged in 2004 and totalled NOK 1 331 370 880 at 31
December, divided between 133 137 088 shares with a par value of NOK 10. Al the
shares have equal voling rights. i

Markets for the company's products

Demand increased markedly during 2004 in Europe, Australasia, several Asian markets
and South America. Despite that, prices dectined from 2003 in Europe and Ausiralasia.
This reflected European price negotiatians in the autumn of 2003 and a strengthening of
local currencies in Australasia. Norske Skog's total defivesies increased by 4.7 per cent
compared with 2003.

Newsprint '

Many newspapers in western Eurepe, Japan and North America experienced a weak
dedine in circulation. At the same time, international trends indicate a marked shift in
the newspaper market, with the major nationals losing ground to regional and local
publications.

Newspapers are increasingly opting 1o switch from broadsheet to tabloid format.
Paper consumption has been little affected by this change because the number of pages
increase carrespondingly.

A positive shift by advertisers from ether media to newspapers was seen in 2004,
This was paralleled by a growing preference for advertising in inserts rathér than in tradi-
tional locations. Freasheets also continued their advance. That contributes to further
growth in demand for standard and improved newsprint grades.

Global demand for standard and improved grades ose by roughly 3.5 per cent from
2003. The increase in eastern Europe was 18 per cent, while the rest of the continent
witnessed a rise of five per cent, Australasian demand increased by four per cent for
standard newsprint and 12 per cent for improved grades. Total South American demand
for standard and improved newsprini topped one miflion sonnes for the first time, which
was an increase of nine pes cent from 2003. Consumption of improved newsprint in
South America grew by no less than 30 per cent. Asian demand for standard newsprint
was up by about four per cent, with China witnessing an eight per cent rise, Demand
also increased in most other Asian countries apart from Korea.

The North American market contracted hy almast two per cent for standard new-
sprint, while improved grades expanded by nine per cent. Traditional media such as TV

‘and newspapers lost a share of the advertising market to electronic rivals in 2004, The

total advertising market in North America grew by about six per ¢ent from 2003.
Newspapers remained the second largest advertising channel after TV, and held about 28
per cent of the market in 2004. The internet accounted for roughly five per cent, while TV
carried some 33 per cent of US advertising.

Magazine paper !

Demand for magazine paper increased markedly in 2004 compared with the year before.
Deliveries of coated grades from European manufacturers expanded by eight per

cent from 2003, with the biggest increases in eastern Europe (16 per cent), North

America (17 per cent) and Asia (23 per cent). This growth absorbed much of the produc-

tion capacity added in Eusope during recent years.

!
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2004, Demand in western Europe increased by three per cent.

The tatal market for SCA+ ihe highest grade in the SC segment, expanded by 13 per
cent. Norske Skog's delrvenes of this grade tripled from 2003.

Norske Skog focused on qualrty improvements for magazine paper to enhance both '
runnability and prantability. In that context, investments were made at Morske Skog Bruck
and Norske Skog Saugbrugs durrng 2004. Work on quality improvement will con:rnue in,
2005. |

Cost devélopnrents for important
input factors

The recovered paper market in Europe developed positively during 2004, with an average
price abaut 10 per cent down from the year before. This decrease reflected continued
growth in European paper recovery. Average recovered paper prices rose from 2003 in
North America and Asia.

As expected, the price of chemical pulp increased during 2004. Prices have risen by
about 20 per cent since 2002, and the reference price at 31 December 2004 was around
USD 600 per tonne,

Apart fiom volumes imported to Norway from the Baltic states, the markei for virgin
woad in all Norske Skog' s regions is in virtual balance. Supplies from the Baltic states
were characterised by hrgh prices throughout 2004 because of strong demand from
Scandinavia pulp and paper companies. Price increases in the other regions were mode- *
rate. !

The overall balance bem'een supply and demand in power markets during 2004 was
beiter than the year before, particularly in Norway and continental Europe. Norske Skog's
European power costs nevertheless rose because of more favourable contractual prices in
2003, Globally, energy prices are rising as a result of low capacity growth, high Asian
activity in the coal and ofl markets, and taxes on both energy and distribution,

Norske Skog's Iogrstrcs costs developed positively, but the inter-regional frerghr mar-
kets were affected by high Asrian activity and oil prices.

The company's social responsibility
The en\rlronment |

Norske Skog's strategy emphasrses that the company wilk work for sustarnabie develop
ment through high environmental standards and sodally responsible business practices. !

The company's objective i's to reduce the envirenmental busden of its own operations
10 a minimum. It works to ensure that the same environmental standards are also appli-
ed by its partly-owned companres and its suppliers,

All Norske Skog's mills oparata in accordance with national legislation and statutory
regulations. No incidents involving serious breaches of these requirements occurred in
2004, In many cases, Norske Skog sets stricter environmental standards for its own acti-
vities than national or local governments.

]
f

Recovered paper |

Norske Skog's whally-owned mills consumed 1 475 000 tonnes of recovered paper in
2004 Together with PanAsia, the company is the wortd's second largest consumer of

this commodity far newsprint production. The new PanAsia mill in China, which is based |
wholly on recovered paper, will become operational in the summer of 2005. That will
increase the total consumption of recovered paper by about 400 000 tonnes. Norske
Skog owns 50 per cent of PanAsia.

Sustainable forestry |

Norske Skog's business is based on procéssing one of the world’s most natural raw
materials - wood. The cempany is therefore an international prime mover for € ensuring
that forest management and pracuces accord with intemational standards for'sustaf- !
nable forestry. forest owners and sawmills which can document that their roundwood
and chips derive from certified forests are given priority as suppliers.

Traceability {chain of custpdy) certificates were issued to four of the company's mills
in 2004. This means that they can document how much of their wood derrw_s from cem
fied forests and which these are.

The company's European wood procurement deganment is certified o and operated
in accordance with the 50 14001 environmental management standard. - '
Energy, waste and emrssronsldrscharges
Norske Skog works actively to save energy and reduce waste, Virtually all the waste
generated at its European and South American mills was exploited as bicenergy. A large
propertion of the waste in Austra!asra goes to agriculture or disposat facilities. .

About 700 000 tonnes of dry waste were generated fiom operations in 2004. Eighty-
two per cent of this material was exploited for bicenergy, generating mare than 2400
GWh. The energy is primarily used as heat in the production process. A small proportron '
is also converted to electridity.

The value of the incinesated waste corresponds to more than 200 000 tonnes of oil,

Discharges to water from the mills were further reduced in 2004, Spedific discharges
of the main parameter, dissotved arganic material (kilograms per tonne paper); decreased .

Global capacity for SC s fully utilised, so total deliveries rose by only one per cent in
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by roughly 10 per cent,

Because of a spedial wood raw material and production process, discharges to water
from Norske Skog Boyer in Australia are higher than at the other mills. The autherities
have given the company until December 2007 to implement further measures, and
Norske Skog intends to enhance the mill's treatment plant in order to achieve a large
feduction in discharges.

Environmental investment and measures

Norske Skog invested NOK 157 million in enviranmental measures during 2004. The big-
gest projects were at Norske Skog Parence, where construction of a new fluidised bed
incinerator for waste was completed, and at Norske Skog Golbey. The latter made sub-
stantial improvements to its deinking process for recovered paper, which allows a larger
proportion of the residual material to be used for bioenergy.

Environmental certification
Thirteen of Norske Skog's 14 wholly-owned mills are certified to the 130 14001 environ-
mental management standard. The final mill will secure such cemﬁcauon during the first
half of 2005.

i

Social respbnsibility

ICEM "

Norske Skog signed an agreement with the International Federation of (hem:cal Energy,

Mine and General Workers’ Unions (ICEM) in 2002, This aims to secure good minimum

rights for all the dmpany's workers. The agreement was revised and re-signed in 2004.
| .

Global Employee Forum

Morske Skog has become ane of the very few muftinational companies to create a forum

for union officials from all its mills - the Global Employee Forum. The agreement 10 esta-

blish this body was signed in December 2004.

Newspapers i{-n Education
A five-year collaboration agreement has been conduded by Norske Skog with the World
Association of Newspapers (WAN) on developing the Newspapers in Education program-
me. The aim is to improve reading skills and interest in newspapers among children and
young people, particularly in new democracies. Norske Skog will consribute NOK 12.75
million 1o this project over five years.

Health and safety

Norske Skog achieved its best-ever health and safety results in 2004. Including the reco-
vered paper business, nine of 15 units reported a year with no lost-time injuries, The
company’s strategy commits it to developing a working envirenment which meets the
hest standards in the industry, and 1o ensuring that health and safety always form an
integral pant of daily working both in jis own business and at its supphiers.

The bost-time injury frequency per million working hours was 1.35, compared with
3.57in 2003.

Sickness absence came to 4.1 per cent as against 4.7 per cent in 2003, Norske Skog
works in a planned way to reduce such absences. Its inclusive workplace (1A) agreement
forms the basis for these efforts in Norway. Many of the principles enshrined in this agre-
ement are also applied at Norske Skog mills in other countries.

During a year generally characterised by very good figures for health and safety, the
company unfortunately also experienced one of its worst accidents for a long time when
an employee at Norske Skog Bio Bio in Chile died as the result of an accident at work.
This dlearly indicates that, even if the overall results are good, the highest 'standards must
always be set for safety - both in day-to-day work and in planning further activities.

Personnel

Corporate management
Jan Oksum took over as president and CEQ of Norske Skog on 1 January 2004, He has
made certain charges to the composition of the corporate management team and the
responsibilities of its members.

Christian Rynning-Tennesen was appointed as the new chief financial officer at the
beginning of 2005, and will wake office in April.

Employees
Norske Skag had 7 050 employees at 31 December 2004. The Impmvement 2003 pro-
gramme was implemented as planned, and the workforce was accordingly downsized by
291 people in 2004. Since the programme began in 2002, a total of 1 073 jobs were shed.
The company gives great weight to develoging its employees, and has several pro-
grammes for managers and other personnel. These have been updated in connection
with the revision of the company's goal and strategy. Al employees are due to have
completed the Spirit of Norske Skog programme during 2005, for instance,

¥
|
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Gender balance and recruitment of women
Eteven per cent of Norske Skog's employees are women. The female prnpomon ofthe
total mill workforce is aboul 10 per cent, while women account for 43 per cent of the
company's sales and admlnlsuatlve staff

Norske Skog is working amvery 10 recsuit more women. Long-term planmng of
workforce requuemenls pays ' special attention to increasing the recruitment of female )
apprentices and the proportion of women in senior posts. The company's first female mél
manager was appointed in the autumn of 2004 at Nerske Skog Follum.

In Norway, Norske Skog i is involved in the Female Future progracme run by the
Confederation of Notweglan ‘Business and industry. This aims not only to increase the
propartion of women in Norweglan company boardrooms but also to motivate women -
to apply for senior johs in busmess : '

' |
Diversity ! !
As a global comparty with operations in five continents, Norske Skog consdously seeks
to achieve an international composmon for its management and administration.
Eighteen nationalities are represented at its headquarters outside Oslo, for lnstance

Good contribution i in 2004

The board wishes to express i its thanks to all employees for their good mnmbuuon in
2004, The workforce has shown great loyalty to the improvement programme, while also
achieving the best-ever resulis for health and safety.

'

+

Revising the st'lrategy .

The most important goveming document in Narske Skog is Vision, Values, Goaland .
Strategy. The board approved a revised version of this document in 2004, and expanded
it to include the company's va!ues openness, honesty and cooperation.

Marske Skog's vision is to be recognised as a world leader in the paper industry,
while its goal is to deliver the best shareholder valug in the paper industry.

To achieve this, the company has defined three overarching strategic choices for
future development: .
*  Noiske Skog will be a low-cost producer
*  Norske Skog will pursue profitable growth
*  Norske Skog will fous on its core business.

. ) ;

. | . :
Restructuring and new investment
Restructuring in Australasia '

The board of Norske Skog approved a restructuring plan for two of the company 5 :
Australasian mills in June 2004 Casted at AUD 160 million/about NOK 800 million, thls
will reduce annual expenses ln the region by some AUD 30 million/NOK 150 million and
improve the gross opetaung margln by three-four percentage points. !

Two of the paper machinés at Norske Skog Tasman are being upgraded and having
their prodection capacity mcreased while the third machine will be shut dnm1 At the
same time, capacity will be expanded at Norska Skog Albury,

The net result will be a capacny transfer of 50 000 tonnes from Norske Skog Tasman |
to Norske Skog Albury and an improvement in paper quality. This restructuring will
strengthen Norske Skog's competitiveness in the region by increasing quality and cutting’
production costs while manuiiactunng the paper closer 1o customers.

Hebei
PanAsia Paper Compary {PanAsia) is buifding what will be China's largest and most effi- |
cient newsprint mél in Hebei province. Norske Skog owns 50 per of PanAsia, whlch in 1
turn has an 80 per cent interest in the news facility. The other 20 per cent is owned by
the local Long-Teng Paper Company.

The Chinese market for newsprint is expected to reach 2.65 million tonnes in 2005,
and forecasts indicate an anntal growth of eight per cent up to 2010,

With an annual capacity of 330 000 tonnes, the new mill wilt base its production
entirely on recovered paper. Up to half of this raw material is due to be cu!lected in China.
Total investment is about USD 300 millien/NOK 1.9 billion, and the mill is due 1o

become operational during the summer of 2005.

Main study at Braznllan mill
Norska Skog has completed a 'preliminary study into the possible construction of a new
paper machine (PM2) at Norske Skog Pisa in Brazil. The background is that this country
and the whole of Seuth America curcently imports about two-thirds of its newsgrint
requirements. Brazil‘ako has major cost advantages compared with other locations for
new production capacity. That relates primarily to roundwood, since good supplies are
available from nearby forest plantamns, but other costs are also favourable. A possible
implementation of the project would be viewed in conjunction with phasing out higher-
cost newsprint capacity elsewhete in the world. !

The board resalved in August 2004 to proceed with a main study. in addltlon to
technical planmng Norske Skog will carefully evaluate market conditions and the econo-
mic framework in Brazil - mclud:ng tax-related issues.
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|
Corporate governance ’

Corporate governance embraces the principles and guidelines which speﬂfy how Norske
Skog is managed, and which define the relationships between the general meeting, the
corporate assembly, the board of directors and the chief executive. i

A new Norwegian recommendation on corporate govemance was issued in 2004.
Corporate governance in Norske Skog essentially corresponds with its provisions.
Significant variances exist only for a couple of items. These relate to the free transferabili-
ty of the share, where article five of the company's articles of assodation specdfies a
restriction by requiring that the board approve share transfers, The board will propose to
the next annual general meeting that this requirement be deleted from the articles of
association.

As part of its annual work schedule, the board also reviewed and updated a number
of the other governing documents.

Naorske Skog has seven directors. Five of these are elected by the shareholders and
two by the employees. Two of the directors were up for election at the previous AGM,
and both were re-elected, Lars W Graholt was re-elected as the chau and Egil Myklebust
as the deputy chair,

“According to @ Norwegian Act of 2003, boards with six to eight dlreclors must basi-
cally have at least three members of each gender. This requirement is reduced under the
Act to two apiece for Norske Skog because women account for less than 20 per cent of
its workforce. This statute has not et come into force. On the basis of a voluntaty agree-
ment between the government and industry, gender representation on boards of direc-
tors covered by the Act will be assessed at 1 July 2005. If the government believes at
that time that statutory regulation is still required, the Act can come into force in the
autumn of 2005 with a transitional period up to 2007. | '

]
Audit .
The board is in regular comtact with the company's internal and external suditors.

The 2004 AGM resolved to appoint PricewaterhouseCoopers as the auditor, a post
which had been filled by Arthur Andersen and [ater Emst & Young sinceI1989.

Monlturlng the global business
The board gives WEIghl 1o ensuring that the directors are as familiar as poss:ble with the
company's global business. To help achieve that, the board visited Norske Skog's
» European mills in 2003. During 2004, it visited company mills, |mportan1 customers and
other industrial players in South America. A similar visit to Austratasia is planned for
2005.

The company has also adopted an intraductory programme for new d:rectors

I

f
Outlook for 2005 .
t
"Norske Skog expects demand to continue increasing in most countries and reg|ons

during 2005, although the rate of growth will probably somewhat slower than in 2004.
Combined with low capacity expansion, this should mean a better balar'uced market.

Lysaker, 3 March 2005

i i i ]
S I
. | U
B ‘ Directors’ report
| o
After three years of dechne in Europe, pnces are nsmg in 200535 3 result ofa ughta
balance between supply and demand. H
Prices in Australasia are reguiated under 10-year contracts based on US prices mea-
sured in US dollars. Prices i |n the second half will accordingly depend on trends in the |
USA and the relative strengths of the Australian and US dollars. ! :
Growing demand and gradually sising prices are expected in South Amenca and most
Asian counties. - | !
Develupments are posmve in China, where the new mill in Hebei pruwme will bego-
me operational in'the second hatf
No major changes in cnsis are expecied, apart fiom a further increase |n energy pn
ces during 2005.
Norske Skog expects its financial resuits in 2005 1o be better than in 2004,

Other matters
Investigation by the competition authorities .

The European Commission initiated an investigation of Norske Skog and mhiers in May
2004 for alleged breaches of EU competition rutes. This inquiry relates to alleged anti-
competitive collaboration over the sale of newsprint and magazine papes in Eurnpe. and
over the purchase of rect':vered papes in Germany. The Commission has subsequemly i
dropped the |nvesnga:|on into recovered paper on the grounds that similar |nqumes have
been launched by the German competition authorities. Norske Skog is not :nvolued in the
German mvesugamn ; :

A similar mvesuganon launched by the Commission in 1995 was drapped in 2002

Class actions have been initiated in the USA against a number of companies in the |
North American and European paper industry, incuding Norske Skogindustrier ASA,
Norske $kog (USA) In, Norske Skog North America LLC and Norske Skog Canada Ltd.
These actions have been brnught on behalf of various paper buyers and build primarily *
on the fact that some o Norske Skog's competitors are being investigated for alleged
breaches of US compeuuon Tules, Compensation for possible financial loss is betng
sought. '

Norske Skog has made no provisions in connection with these legal actians, investi-'
gations or the class actions brought. . -;

!
Allocation of Il'let earnings ,

Net earnings for Norske ‘Skogmdusmer ASA were NOK 454 million, which it is proposed
1o allocate as follows: |

I
NOK 795 million

Dividend to sharehnlders '
Transferred from other equity NOK 341 million :
Total - i NOK 454 million !

! .
Following these a!!ocatlons. distributable equity in Norske Skogindustrier ASA amounts 10
NOK 5 264 millian. l '
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. |

Profit and loss account | S |

{ NOK million « , ‘ ' Notes 2004 2003 woz |
Operating revenue ' ! 25 302 24 068 234m
Changes in inventory l 6 {26) {206)
Cost of materials " 12638 11 424 10559
Personnel costs 34 0 3548 3509 3514
Other operating costs 5 4807 | 4 475 4 406
Depreciation and amortisation 1t 3373 . 3285 3292
Operating expenses 24 372 . 22 667 21 565
Operating earnings before impairments and restructuring costs 930 | 1401 1906
impairments " (1o ! - -
Restructuring costs 7 R (63) , 135 (600)
Operating earnings 757 1536 1 1306
Earnings from affifiated companies o @1 (23%) Coa0
Financial items : i 6 (118) {1341) [ (405
QOther items ‘7 142 14 " 195
Earnings hefore tax i ( 140 l 0 T 806
Tax ) i B 523 (364} 1 362
Earnings ‘ | ' t 663 406 1168
Minority's share of earnings T 8 4 6
Majority’s share of earnings ‘ [ 655 402 - 1182
Earnings per share/Earnings per share fully diluted ) ‘ by 4.95 3.04 . I B8.79

. | '
Cash flow statement ,
| .
| NOK million ™ . . Notes 2004 2003 2002 |
r 1

Cash flow from operating activities ' ;
Cash generated from operations 25312 23048 123575
-Cash used in operations {21 044) {19 7131) {18 290}
Cash from net financial izrems . (1067) (1059) , (625}
Taxes paid (253) {185} (973)
Net cash flow from operating activities ' 10 2948 2973 3687 |
Cash flow from investment activities '
Investments in operational fixed assets N (1981) {1 200} {1 146}
Sales of operational fixed assets 1N 49 15 44 '
Osher investments ' - -179 © 170
Net cash from scld shares and activities . n 153 1294 493
Net cash used for acquisition of companies : - - {6}
Net cash flow from invesiment activities . . (1779 (70 {440y
Cash flow from financial activities

Net change in long-term liabities (323) {1 665) (6411}
Net change in current liabilities ' ) (33) {454) v 884
Dividend paid . I 3} (795) . {792)
New equity " . 10 59 -
Net cash flow irom financial activities I 1163 {2 855) {6 319)
Transtation difference i (47} I 14 , (218)
Total change in liquid assets ! (a1) 62 (3 250)
Liquid assets at 1 January ; 930 868 4158
Liquid assets at 31 December | 16 l 839 930 868 |

1) In 2004, this amount consisted mainly of the sale of the forest in
mid-Norway. In 2003, this amount consisted mainly of the sale of
the power stations in Norway. ' [ '
In 2002, it consisted of the sale of forests in southern Norway and
Sweden, and the settlement for Norske Skog Flooring AS. ' ‘
2) In 2004, this amount include dividend paid to minority interests in '
PanAsia. ' ‘

3} Minority interest funding in Hebei, LongTeng Paper.
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Balance sheet

Assets ! l 1 ] . i '
Intangible fixed assets pon 4 382 4727 | 4682 '
Operational fixed assets . | " 29 9%4 31 996 ‘31 260
Other long-term receivables 12 367 353 40
Shares in ather companies and partnerships + ] 13 . 24 41 40
Shares in affiliated companies B , 14 2094 . 2228 1947
Securities and long-term financial assets | { 2485 | « 2622 2388
Fixed assets ' ' | 36861 | 39 345 38 330
Inventory 15 2199 231 2 080
QOther current receivables T 942 580 839
Agcounts receivable 3108 3288 2932
Current investments 16 470 596 381
Liquid assets 16 . 419 334 487
Current assets . 7,238 7119 6769
Total assets ‘ 44099 | 46 464 45099
b l ' ; . !
Shareholders' equity and liabilities i i I '
Share capital } P 1331 1331 (1331
Own shareholding t . & 7 I -/
Share premium reserve E 7137 . 71n F716
Paid-in equity - I 1 1 B4l | 8 445 T8438
Dther consolidated equity . : : PR 10248 10 680 (9231 !
Minority interests , ;o 19; ’ 186 197 V157
Sharcholders’ equity } ;18] 13 894 R 7 |
Deferred taxes ' T 1865 T 2460 j 1985 |
Pension obligations ! L4 458 443 I 35 |
Provisions i } {223 2903 12337
lnle{est-free long-term liabilities ) ; | [ i 438 429 | 537 |
Interest-bearing long-term liabilities . P20 17 291 18 290 18188 1
Long-term liabilities . ! | 17729 | 18 719 18725 |
In:erest bearing current liabilities . ! { 211 469 656 11147
Intefest-free current liabilities : t ) V22 I 4684 © 4864 | 5063 |
Current liabilities } ' ) | | 5153 | 5520 16210 |
Total shareholders’ equity and liabilities ' 1 [ 44099 | 46 464 45 099

. , / 7
Lysaker, 3 March 2005 | Harl g |
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Annual accounts

1. Accounting principles

The consolidated accounts are presented in accordance
with the Norwegian Accounting Act of 1998 and
Norwegian Generally Accepted Accounting Principles,
and are presented in NOK million unless ctherwise sta-
ted,

CONSOLIDATED ACCOUNTS

The consolidated accounts inc'ude the activities of the
parent company, Norske Skogindustrier ASA, and its sub-
sidiaries as one financial unit based on the accounting
principles described below. All inter company transacti-
ans are eliminated from the consolidated accounts.
Gains and losses arising from transactions between
group companies are also eliminated.

Companies in which Norske Skog has a controlling inte-
rest are fully included in the consolidated accounts. In
the case of subsidiaries which are not wholly owned,
minority interests are deducted and shown as separate
itemns in the profit and loss account and balance sheet.
Subsidiaries are consolidated from the time when
Norske Skog abtains a controliing interest in the subsidi-
ary. Shares in subsidiaries are eliminated in accordance
with the purchase method. This means that the cost of
the shares is allocated to the subsidiary's assets and lia-
bilities, which are entered in the consolidated accounts
at the fair value at the time of purchase. Any acquisition
cost which exceeds the fair value of identifiable assets
and ligbilities is entered as goodwill in the balance
sheet,

The eguity method is used for affiliated companies.
Affiliates are those companies in which Norske Skog has
a substantial, but not controlling interest, The equity
method requires that the group's share of the affiliate’s
profit or loss after tax is shown on a separate line in the
profit and loss account, whilst its share of the affiliate's
equity, adjusted for fair value adjustments, is classified
as a fixed asset in the balance sheet.

Proportionate consolidation is used to account for injer-
ests in joint ventures, The share of income, expenses,
“assets and liabilities is recognised line by line in the con-
solidated accounts. Joint ventures are business activities
run by Norske Skog in conjunction with one or more
partners. The business is requlated by an agreement bet-
ween the participants. A joint venture implies that no
participant has a tentrolling interest in the business.

Consolidation of foreign subsidiaries implies conversion
of the subsidiaries’ accounts to Norwegian kroner. The
maiority of the foreign subsidiaries in the group's
accounts are classified as independent entities. When
consolidating independent foreign subsidiaries, balance
sheet items are translated at the year-end exchange

rate. Profit and loss items are translated at the average
exchange rate. The tranglation difference is entered as an
adjustment to consolidated equity.

OPERATING REVENUES

Operating revenue is the gross operating revenue less
commissions, discounts and other direct price reductions.
All sates are recognised as revenues at the time of deli-
very to the customer. The time of delivery is when all
risks and rewards of the goods are transferred o the
buyer and no major obligations related to the transacti-
on are ‘eft, according to the terms of delivery.

CLASSIFICATIONS IN THE BALANCE SHEET
Assets and liabilities linked with the flow of goods are
classified as current assets and liabilities. Other assets
are classified as fixed assets when the company intends
them for continued use or ownership. Debits that {ali due
for payment later than one year after the balance sheet
date are classified as long term debts. Other assets and

liahilities are classified as current assets and current lia-
bilities.

ASSETS AND LIABILITIES IN

FOREIGN CURRENCIES

Unhedged assets and liabilities in foreign currencies are
translated into NOK at the year-end exchange rate.
Balance sheet items in foreign currencies hedged by
finangial instruments are entered at the hedging
exchange rate, Balance sheet items in foreign currencies
which hedge against each other are entered at the year-
end exchange rate. Gains and losses due to changes in
exchange rates on debt in foreign currency which is
regarded as a hedge of the vatue of an independent
subsidiary in foreign currency is booked against equity
together with the vanslation difference arising from the
transfation of the subsidiary, Gains and losses due to,
changes in exchange rates on balance sheet ltems rela-
ted to operations are included in the operating profit.
Gains and losses due to changes in exchange rates on
other balance sheet items are dassified as fi nanclal
item.

Any goodwill arising on an acquisition of a foreign entity
is, when the excess values are related to global synergi-
es, treated as an asset of the parent company, and
translated at the exchange rate on the acquisition date.
Other goodwilt is treated as an asset of the foreign enti-
ty and translated at the year-end exchange rate.

Financial instruments in foreign currencies that a}e not
classified as hedging for accounting purpases are asses-
sed at market value, '

i
All forward contracts and currency options are related to
hedging of net investment in subsidiaries or hedging of
future cash flows in foreign currency.

Financial instruments designated as hedges of future
cash flows in foreign currency are for accounting purpo-
ses not seen as qualifying for hedge accounting and
gains and losses are classified as financial items when
they occur. ;
FINANCIAL INSTRUMENTS '
Accounting for financial instruments follows the intenti-
ons underlying the associated contract. At the ume a
contract is entered, it is defined as either a hedglng ora
trading contract

The various types of financial instruments used for hed-
ging interest risks are assessed as separate portfolios.
These portfolios are then assessed at cost price or mar-
ket value, whichever is the lower. In cases where the
contracts entered are dassified as hedging transactions,
revenues and costs are accrued and classified in lhe
same way as the underlying balance sheet items.

SHARES, BONDS, CERTIFICATES, BlI._LS ETC.
Shares, bonds and certificates ctassified as curent assets
and regarded as part of a rading portfolio are valled at
market value. Shares dassified as fixed assets which are
not attributed to affiliated companies are strategic|
investments where the group cannot be said to have
any significant influence. These shareholdings are valued
at the lower of cost or fair value.

INVENTORY

Raw materials and other purchased goods are valued at
average purchase price . Finished goods are valued at
production cast, which includes raw materials, energy,
direct wages and a share of indirect costs, induding
ordinary maintenance and depreciation. The net selling
value at a future selling date will be used if that is
lower. i

ACCOUNTS 2004 GROUP

FIXED ASSETS AND DEPREC!ATIOI\(

Fixed assets are valued at historical cost. The acquisition
cost for tangible assets with long term future economic
benefits are capitalised and classified as assets in the
balance sheet. Significant spare parts are capitafised
with the asset to which they pertain, while other spare
parts and consumables are dassified as inventory. For
major investments with a long production time, interest
is capitalised as part of the acquisition cost. Expenditure
10 increase capacity of improve quality which represenis
a future increase in earnings is capitalised in the balance
sheet. Maintenance costs are expensed as an gperating
cast.

Ordinary depreciation is calculated from the time when
the use of the tangible asset commences and is calcula-
ted on the basis of the economic life of the asset.

IMPAIRMENT REVIEW

Operational fixed assets and intangible assets are revie-
wed 1o determine whether there is any indication of
impairment. if any such indication exists, the recoverable
amount is estimated as the higher of the net selling
piice and the value in use with an impairment loss being
recognised whenever the carrying amoun? exceeds the
recoverable amount. i

The value in use is based on discounted future cash
flows, Trend assumptions are used for sales prices, ape-
rating rates, kraft pulp prices, recovered paper prices and
exchange sates. The discount rates used are the weigh-
ted average cost of capital (WACC) for each country, -

: .
The impairment review is perfarmed at the level of the

- cash generating unit (CGU). The CGU's are Europe

Newsprint, Europe Magazine, South America,
Australasia, NorskeCanada, PanAsia and MNI, and
reflect the fact that groups of assets are managed to
optmise cash flow and profitability. Other activities are
reviewed at a business unit level. !

A previpus impairment loss is reversed if the basis for |

the impairment loss is no longer present. The amount is

restricted 10 the previcusly recognised impairment loss, .

Any impairment loss on goodwill can be reversed only in
certain limited cases. \
RESEARCH AND DEVELOPMENT .

Research and development costs are expensed as they

are incurred and are dassified as operating costs in the
consalidated accounts. )

LEASING . -
Leasing contracts are assessed as financial or operatio- *
nal leasing after an assessment is made of each con-
tract. Leasing contracts associated with tangible assets!
and dassified as a finandial lease are capitalised in the
balance sheet and depreciated on the same basis as an -
ordinary tangible asset. The tangible assets are capitali-
sed at the present value of the lease payments. If the
fair value of the fixed assets is lower than the present
value of the lease payments on the contract date, the |
fair value is capitalised, The amortisation portion of the
leasing obligation is entered as Jong-term debt, The
amount of debt is reduced by the rentat paid after
deduction of the calculated interest cost, Leasing agree-
ments classified as an operational lease are not capitali-
sed in the balance sheet. The leasing charge is expen-
sed.

i

PENSION COSTS AND OBLIGATIONS |

Pension obligations are calculated as the discounted
value of the future pension benefits deemed to have
accrued at year-end, based on employees earning pensi- |
on rights steadily theoughout their working period.
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funds belonging to the pension scheme are assessed at
their fair value and entered net against pension obligati-
ons in the balance sheet. Each individual pension plan is
assessed separately, but the value of over-financing in
one plan and under-financing in another is entered net
in the balance sheet, providing that pension scheme
funds are transferable between the plans. Net pension
scheme funds are entered as long-term receivables and
net pension obligations as long-term debt. Pension obli-
gations and pension scheme funds are calcutated on the
basis of finantdial and acwariat assumpiions as explained
in Note 4.

Net pension costs for the period are included in "per-
sonnet costs” and consist of the present value of persi-
ons eacned in the year, interest casts on the pension
obligations, anticipated returns on pension scheme
funds, the effect entered in the profit and loss account
for changes in estimates and pension plans, the change
entered in the profit and loss account for the difference
between actual and anticipated returns, and accrued
payroll tax.

The effect of changes in estimates and pension plans
and the difference between actual and anticipated
returns are spread forward over the average remaining
service lives of employees when the cumudated effect
exceeds 10 per cent of whichever is higher of the pensi-
on scheme funds or the pension obligations.

BOND LOANS

The value of bond loans in the balance sheet is reduced
by holdings of Norske Skog bonds. Vatue above/below
par is expensed when purchasing Norske Skog bonds.

TAXES

The tax cost consists of payable tax and the change in
deferred tax. Payable tax is calulated on the basis of
the taxable earnings and the change in defered tax is
calculated on the basis of the year's change in tempora-
ry differences.

Deferred tax in the balance sheet is calculated on the
basis of temporary timing differences between corporate
financial accounts and tax accounts and any tax losses
which can be carried forward at the end of the financial
year. Tax-reducing temporary differences and losses to be
cartied forward are set off against tax-increasing 1empo-
fary differences reversed during the same period. Full
provision is normatly made in accordance with the debt
method without discounting to present value. Deferred
tax in acquired companies is valued at present value
when this provides a mare true reflection of the underly-
ing transaction.

CASH FLOW

Cash flow is reported using the direct method. This met-
hod provides cash flow from

operational-, investment- and financing activities on a
gross basis. Liquid assets comprise bank deposits and
short-term, highly fiquid investments which are readily
convertible to known amounts of cash and which are
subject to an insignificant risk of changes in their value.

Joint ventures are included in the cash flow through pro-
portional consolidation.

CONTINGENT LIABILITIES

Contingent fiabilities are provided for if the possibility of
their settlement is greater than SC per ceat. A best esti-
mate is used when calculating the value of the settle-
ment. See note 26 where other material issues are com-
mented on.

CHANGES IN GROUP STRUCTURE :

2004 :

In second quarter 2004 the sale of Norske Skog's forest
properties in mid Norway was recognised. The contract
for the sale of these properties was signed in 2003, The
sale however was not recognised in the accounts !
because the concession process was not yet fi nahsed at
year end 2003. '

'
t

2003 !
In January, Norske Skog sold iis Nerwegian power stati-
ons. This sale resulted in a profit of NOK 807 miltion. ; i
The book value of the sold assets amounted to NOX -
327 miilion. : t
In November NorskeCanada bought Newstech « H
Recycling through a share issue. Newstech Recycling is
a company preducing deinked putp. This reduced Norske
Skog's share of NorskeCanada from 30.6 per cent o
29.4 per cent. :

13

2002
Norske Skog's forest properties in southern Norway
were sold in December, This sale yielded a pruﬂt of NOK
159 million The total bock value of the forest propemes
was NOK 36 million. |

In May NorskeCanada cariied out a share issue without
Norske Skag's participation. This reduced Norske Skog's
share in NorskeCanada, After the share issue Norske
Skog's share was reduced from 36.1 per cent to 306 -
per cent,

+

IMPLEMENTATION OF IFRS !
The European Union has resolved that alk listed cumpa
nies within the EU must apply International Financial
Reporting Standards {IFRS) in their consolidated,
accounts from 1 January 2005 at the latest. Under the
European Economic Area (EEA) agreement, this change
will also apply to Norwegian tisted companies.

]

Norske Skog's first accounts according to IFRS will be
the accounts for the first quarter 2005. This will include
comparable figures for 2004 restated in accordance
with IFRS.

As a result of the requirement for comparable figures,
an opening balance as at 1 Yanuary 2004 has been pre-
pared according to the pringiples of IFRS. The areas
which have the most significant effect on the Narske
Skog accounts as a result of the implementation of
IFRS, are outlined below. A more thorough description
of the effects on the Norske Skog accounts by imple-
menting IFRS given in a separate article in the compa-
ny's annual report, .

This information is preliminary, unaudited and ba‘sed on
today’s standards an interpretations. There may be
changes in the accounting rules up until the first full
scope IFRS accounts are presented. This may change the
effect of implementing IFRS for Norske Skog.

Deferred tax

Deferred tax relating to acquisitions has been calculated
at net present value when this provides a better reflecti-
on of the transaction, This practice is not expected 10 be
possible under IFRS, and deferred tax will be presented
at nominal value in the opening balance. This will result
in an increase in deferred tax, a reduction in the back
value of Norske Skog's investment in NorskeCanada

and a reduction in equity.

b

TSN
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Dividend I
Under IFRS, a dividend can only be recorded when it is
approved by the General Assembly. The current practice
of recording the fiability when the dividend is proposed
will no longer be permitted. This will have a one-off
timing effect of increased equity in the openmg balance
sheet.

Environmental obligations \ .
Provisions must be made under IFRS for énvironmental

obligatiens. Norske Skog will in the opening balance |
under IFRS provide for future costs to clean up the 5|tes
where Norske Skog run its business,

Pensions

According to IFRS 1 on first time adc-p:nun of IFRS,

accumulated changes in estimates and pension plans.

net taken to the profit and loss account may be char-

ged direcily against equity. Norske Skog will use il'us

opportunity. :
1

Goodwill amortisation

Amortising goodwill is not permitted under IFRS. Such

amartisation amounted to NOK 280 million in 2004, '

The book value of goodwill will be tested for impair- '

ment at least once a year. |

Accumulated translation differences
According to IFRS 1 on first time adoption’of IFRS cur-
rency translation differences arising from translating
foreign subsidiaiies up to the date for implementing
IFRS may be regarded as a permanent part of equity.
Norske Skog will use this opportunity
Share-based compensation f

Norske Skog's option program involves payiment in cash
rather than shares if the options are exercised. Norske
Skogs accounting treatment of such Dptlons is in line
with [FRS.

Biological assets !
According to IFRS, biological assets have 1o be recogni-
sed at fair value. Forests are defined as biological
assets. Norske Skog will recognise iss forest properties
at fair value under IFRS.

v 1
Provisions In general !

As part of the implementation of IFRS, Norske Skog has
reviewed its provisions. This work has identified provisi:
ons refated to tax issues which will be reversed in the *

IFRS opening balance.
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' '

l) Other anduslry in Norway includes particle boards, Scandinavian foresls up to
divestment, hydropower up 1o divestment, and some other minor aclivities,
2) Other revenues indude revenue from noa-manufactured paper in PanAsia,

+

- e | ——— ] -

[OP———

] . : . | |
2|. Business regions ! Lo S
i oo ' '
2004 2003 2002 2004 ! 2003 2002 2004 2003 2002
| 200] | |

Europe - A i
Newsprint ; 8319 7558 7556 1041 ! 991 91 198 31| 643,

Magazine paper 7 287 722 6531 809 813 817 412 720 | 546
Total Eurgpe 1156061 14 784 14087 1 18501 !l 804 1718 610 1033 7139 !
i
South America | ‘ ! : |
Newsprint - 1146 1084 117 215 E 217 290 T 128 13 . (9) :
Australasia , ! ' ' I
Newsprint 4194 4930 3807 737 E 720' 651 406 455 T |
Asia | b I !
Newsprint 2603 2365 2683 283 © 280 303 160 200 . 562
bl . , :
Other activities 1 i o ! !
Other industry in Norway ' 596 533 682 3l 38 58 5 6 o4 !
Other revenues 7 1637 1613 1249 : o - - - ‘ -
Total other activities 2233 2146 1931 35 38 58 | 25 16 7

g Staffn'ellmlnatlons » {480) (351 (149} 253 226 n2 . {399). (416} | {429)
Restructusing costs - s - - . N . {63) 135 {600} l
Impairments | - - - - - - {110} - ! - |
Total group 25 302 24 058 23477 | 3373} 285 3292 | 1571 1536 . 1306

= . - -

!
i
*
]

Australasia and South America, and revenues from wood and energy sold to
| extemal pames from Buropean operations. i
3} Inchedes amomsatmn of goodwill related to the acquisition of Fietcher Challenge
Paper, which amounied to NOK 214 million in 2004, NOK 214 million in 2003 and

NOK 204 millicn in 2002

+

f Operating revenue by market

1766

Norway 1534 f 1116
Rest of Europe 12 668 11428 11 587
North America 1512 1534 1470
South Ameica -1 502 1259 1187
Australasia 4063 4304 31615
Asia 3925 3606 3310
Africa 93 171 186
Total operating revenue 1253021 24 068 34N
L ——

[Ivestments by region

Europe m 595 705
South America 89 84 79
Australasia : 659 280 51
Asia 325 167 68
North America - ' - B -

" QOther activities 6 7 3N
Stafffelim iN 67 12
Toial groug 1 19811 1200 1146
106 !
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_' Key figures from the balnceshee by, region

|

. i
Fixed assets T interest-free current assets gD h
! P ! | 1
l 2004 I 2003 2002 1 2004I 2003 2002 I 2004 l 2003 . 2002 .
Europe ‘ - | ' !
Newsprint 8 045 8 855 8 594 209 -213% 2102 917 991 L1139 !
Magazine paper 7961 8 482 8 207 1766 1912 1629 875 943 MR 11
Total Europe 1 16006} 17 337 16800 | 3857 4051 3731 I 1792 1934 i 1958 .
_ N !
South America l | I '
Newsprint 1856 2162 2388 425 CAan 507 178 134 "om
. | N 1
Australasia l ‘ } ) | )
Newsprint FRYA| 7 1‘393 650 723 748 567 697 694 . b5
) . . |
. Asla ! . 1 Pt . | |
" Newsprint 4413 4044 4320 7e8l | 820 760 362 M2, 385 )
: L ' Co ! :
- Other activities ; ’ Yo i ,
* Other industry in]Norway 2319 314 719 418 1 153 i1 112 “BS .ons
Stafffeliminations 349 246 13 138 . B 195 1543 1675 1698
Total group - 129994 31996 31260 | 6349) 6 185 5901 | 4684 4 864 , 50683 |

I
Europe ’

i
i

'

I
(2004 I 2003 I 2002}

4956

‘ 4754 5 664 5
South America 605 16 561 . '
Ausiralasia 1223 1276 1490 i
Asa 1131 1026 1033 . . |
Other activities 70 m 352 ! ‘
Stafitelim 198 181 13 ;
Total group i 8181] 8326 9713 i
———d
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3. Personnel costs

ACCOUNTS 2004 GROUP
i . ) )

! ! !

J . j

| R 2004 2003 2002
1

Payroll costs l 2885 2814 279%

Sodial security contributions 497 460 360
National insurance, pension and other I |

sodial costs {see note 4) 166 236 355

Total L 3M81 3510 3514

Jan Oksum took office as the new president and CEO 3t 1 January 2004 with a basic
annyat salary of NOK 3 500 000. This amount remained unchanged in 2004. An annu-
al agreement is concuded on a result-based bonus limited to a maximum of 50 per
cent of his basic salary. See below for more details about this bonus agreement. On

1 Qctober 2004, the chief executive was awarded 60 000 synthetic options with a
strike price of NOK 117. See below for more details about the synthetic options. The
chief executive's retirement age is 62. His pension is calculated on the same basis as
for all employees working in Norway, and will amouns to 65 per cent of basic salary
until the age of 77 and 60 per cent thereafter. The company and the chief executive
have the mutual right to terminate the chief executive’s employment when he reaches
the age of 60. Should the chief executive depart between the ages of 60 and 62, he
wilk receive an early retirement pension corresponding to 90 per cent of basic salary
for the first 12 months and 80 per cent thereafter. Annual expenses relating to the

+ chief executive’s future pensions amounted in 2004 to NOK 597 769 for the funded

portion of the obligation and NOK 677 930 for the unfunded portion,

The mutual period of notice for the chief executive and other members of the corpora-
te management is six months. If circumstances arise in which the company or the per-
son concerned, by mutual agreement, terminate the contract of employment in the
best interests of the company, the company guarantees to pay the affected person’s
basic salary, less remuneration they may receive from athers, for a period of 18 months
from the end of the period of notice, This provision applies equally to ‘the chief executi-
ve and the other members of the corporate management with the exception of the
executive vice president for Australasia, who will receive his salary for a period of one
year without deduction of other remuneration.

' ' : i '
. H

The annuat bonus agréemenu for the chief executive and other members of the corpo-
rate management speclfy a maximum payment of 50 per cent of basic salary. The basis
for calculating this bonus = the targets - is set annually by the board and chief execu-
tive respectively. Fifty per cent of the bonus entitlement after tax will be paid in the
form of Norske Skog shares, based on the average price for 1-15 February. The execuu—
ve vice president for Australasia will receive 25 per cent of his bonus entitlement befo-
re tax in the form of Norske Skog shares. These shares must be held by the recipient
for three years. The shares are taken Eram Norske Skog's own holding ot purchased in
the market. ¢

. ! : ! ,
The chief executive and other members of the corporate management weie awarded
synthetic options on 1 Octaber 2004. The strike price i NOK 117, and the options can
he exercised from 1 July 10 31 December 2007. These optians are synthetic in that [he
difference between the share price at the date they are exercised and their strike price
is paid in the form of salary, and the recipients have undertaken to purchase Norske
Skog shares in the market, at market price, for the amount received after tax, The sha-
res must be retained by the recipient for three years. It will accordingly be about six '
years before a possible gain ¢an be realised. The right to exerdise these options is can-
ditional on the recipient continuing 1o be in the company’s emplayment at the date
they are exercised. This amangement has no dilution effect, since the shares are pur-
chased in the market.
Remuneration 10 members of the corporate assembly and directors totalled
NOK 441 500 and NOK 2 392 500 respectively in 2004,
The group had 8. 181 employees at 31 December 2004, including a proportionate
share of employees in PanAsia. In addition come emgloyees in other partly-owned
companies.

[Pay and conditions for other members of the corporate management (in NOK) L i 7 |

In accordance with the guidlines for corporate governance recommended by the Qslo St

ock Exchange,

pay and conditions for members of the corporate management working in Norway are specified befow,

1) Inchudes special benefits, company cars, interest-free loans and so forth.

2) Based on results achieved in 2004, paid in 2005.

3) Including 60 000 eptions for the chief executive and 30 000 options for others
awarded in 2003 which can be exercised from ¥ July - 31 December 2006 at a

Basic salary Payments in kind, Bonus 2004 @ Number of Loans at  Loan terms .
. at 31.12.04 etc. for 2004 * . _synthetic options ¥  .31.12.04 '
Jan Oksum 3500 000 306 810 525 000 120 000 3901143 3901 143 at 05.01.04, interest-free and without capital
repayment, thereafter interest-bearing for 20-year term.
o . . Repayment is due 3 years after resignation as CEQ.
"Vidar Lerstad 1 800 000 430 155 495 000 60 000 488 120 540 833 at 13.02.2004, interest free and with 10-year term,
Jan Clasen 1500 000 115 066 300 000 60 000
Jarte Dragvik 1700 000 38911 340 000 60 000
Ketil lyng 1500 000 152 383 375000 60 000 400490 1500 000 at 21.03.1994, interest-bearing and :
with 15-year term,
Hanne Aaberg 1 060 000 136 214 265 000 60 000
Rolf Negérd 1 380 000 147 293 345 000 60 000 481250 500 000 at 22.03.04 interest-bearing and with 20-year term.

strike price of NOK 134.50, and corresponding awards made in 2004 which can be
exercised from 1 July - 31 December 2007 at a strike price of NOX 117, |
4) The interest rate paid on all interest-bearing loans is the one which at any given
time represents the floor for the taxable benefit of loans from employers.
’ t

[Audit tee {in NOK 1 000) \ i
Subsidiaries audited Subsidiaries audited
Total ' Parent company .by group auditors a by other auditors
Audit fee 12231 4132 7622 477
Audit related assistance " 1288 930 338 o200,
Tax assistance 749 ' 86 565 | o |
Other fees 938 ! 731 207 ! -
Total 15 206 5 879 8732 . 595

1) Audit related assistance includes services that only auditors can prm;lde This incly-
des a limited audit of interim financial statements, assurance services relaled 10 pro-
spectues for share issues and bond loans.

2) includes audit fees 1o both Esnst & Young and PncewatmhouseCoopets as a change
of group auditors was initiated in 2004,

108 :
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4. Pension costs and obligations

. Annual accounts

| Description of the defined benefit plans

e Kt

i I ' 1

iy
]

Norske Skog has verious pension schemes. Contributions to these schemes are made in accordance with local agreements, A total of 8 839 people are covered by such schemes,

0f these, 6 778 are covered by defined benefit plans and 2 061 by defined contribution plans.

1

Norske Skog has two significant defined benefit plans: Benefits in % of Years of  Pensionable Early Number of

pensionable earnings service age retirement members
Norske Skogindustrier ASA 65% 30 67 62 5143
Norske Skog Parenco 0% 40137 65/62 60 525

Plan assets of the pension scheme in Norske Skogindustrier ASA are managed by a life
insurance company and invested in accordance with the general guidelines governing
investments by life insurance companies in Norway. Plan assets in Norske Skog
Parenco are managed and invested in accordance with general quidelines governing
investments by pension fund companies in the Netherlands. Several smaller schemes
also exist. In evaluating plan assets, their estimated value at 31 December is used. This
estimaied value is corrected every year in accordance with the figures for the market
value of the assets provided by the life insurance company.

In measuring incurred obligations, the projected obligation at 31 December is used.
This projected obligation is corrected every year in accordance with the figures on
incurred pension cbligations provided by the actuary.

In addition 10 the benefit abligation funded through insurance plans, the group has
uninsured benefit obligations. These indude estimated future obligations relating to
the Norwegian AFP early retirement scheme as well as obligations to former owners of
subsidiaries and pensions for top managment and directors. Obligations relating to-
tap management pensions are partly funded through a supplementary retirement pIan
with a life i msurz:nce company. i ‘

In addition to the benefit schemes come several defined cantribution schemes.

Net periodic pension cost in the . | Changes in pension fiability during the year 2004 2003 2002 |
consolidated accounts 2004 2003 2002 | i )

' ; i Balangce 1 lanuary 2764 | 243 2518
Benefits earned during the year ! I 90 93 | Changes due to entities acquired/sold . I - -
[nterest cost on grior period benefits b1 139 133 | Current year 5 serwce cost 74 90 93
Pensions cost contribution schemes ) 10 25 | Current year's interest cost 126 139 133
Expected return on ptan assets | (49 {143) {146} | Pensions paid (100} (19 (72)
Periodic employer tax . 5 9 3 | Actuarial gains and losses : 3 (18) (80
Bxpensed postion of changes in eary retirement plan (AFP} I {2) 3 2 | Currency translation effects { {49) 134 (96)
Expensed portion of differences in estimates | 9 21 16 Balance 31 December | 2818 | 2764 2 4%
Net periodic pension ¢ost ! 731 129 126 . —_— \

. . ! ‘ i
Status of the pension plans reconciled Calculation of future benefit obligations ; ‘
to the consolidated balance sheet 2004 2003 2002 || | are based on the following assumptions 2004 2003 , 2002
Prajected benefit chligations (2818) | {2764) (2496) | Discount rate 50% 1 55% 55%
Plan assets at fair value 2621 2400 2228 Expected return on plan assets 60% 6.5% 6.5 %
Plan assets in excess off{less than) obligations {197} (364) {268) Pay adjustment : 25% 30% 3.0%
Unamortised changes in early retirement plans (AFP) - - {1} Sacial security increasefinflation 20 % 2.0% 0%
Differences in estimates not taken 1o income/expense {115} | 60 106 Pension increase ' 20% 0% 0%
Net plan assets/pension obligations (312 (304) {163) | - . '
Accrual employer tax {21) " (16) {12} A return on plan assets of NOK 150 million is estimated for 2004. The actual return on
Plan assetsi{pension obligations) in the balance sheet ! (333} 1 (320) {175) the plan assets for 2003 was NOK 103 million, compared with an estimated retum of
Pension obiigation | (458) 443) {(352) NOK 144 million. The difference between the booked retura and the esumated return in
Plan assets {125 123 177 2002 is treated as an estimate difference,

i
i
5. Other operating costs 6. Financial items

( i 2004 2003 2002 ||| R N 20060 2003 ' 2002 ]
Distribution costs 2294 l 2103 1865 | Dividends received 1 - -
Packaging 388 387 373 Interest revenue 58 84 164
Maintenance materials, servicing and spare parts 1119 1005 1082 | Profit on securities - 6 -
Marketing costs 34 47 45 | Realised/unrealised gain on foreign currency 127 : 893 -
Administration costs , 677 608 - 688 | Other financial income 3 -
Losst;s on bad debts } (29) 7 29 | Total financial income [ 194 3 90 1057
Osher costs , 324 318 324 i ’ ' ;
Total other operating costs i 48071 4475 4406 | Interest cost 894 932 1367

Reahsedlunreahsed loss on fareign curency - 278 -
Other financial expenses . 18 17 95
Total financial expenses - ENEEEL 1 462
[ 1} Losses on bad debts are included as follows 2004 2003 2002 || Net finandal ftems ] VY (718) | {1341) (405}
Amounts written off during the year (14) 6 15 ,
Received amounts previously written off (5) 3 -
Changes in bad debt reserves (1H 14 14
Total: T T 29 t ,
1 i
1
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1. Special items

8. Tax

#

'

ACCOUNTS 2004 GROUP

lzems which are non-recurring from one period to another are presented here. | The group's tax COS‘ is made up as follows Dy ]
These relate mainly to the sale of assets and divestment of business operatians. ! .
- Tax payable l 2004 I 2003 2002
| 2004 Operating earnings  Other items || Norway I (48} {405} {53)
Foreign countries 70 (191}, {258)
Sale of forest in mid Norway . 142 | Total : | 224 {596} | (311)
Restructuring Costs Tasman * (63) - | Change in deferred tax
Total (63) 147 | Nonway I 161 ] (20) (74}
Foreign countries i 340 252 47
[ 2003 | Toml L__501 | 237 673
Total tax cost {5234 {364) 362
Sale of power plants in Norway 907 o
Provision related to forest properties in Australia ! - (84)
Reversal of restructuring provision ® 135 - 1
Other adjustments ¥ - {9) | Deferred tax
Total ! 135 B1d | Temporary differences, losses to be brought forward and deferred 1ax are specut" ed below
[ 2002 i i 2004 2003 2002 |
Safe of forests in southern Norway . 159 | Total current ftems (287} (322) , (121)
Sale of forests in Sweden - 16 | Total leng-tesm items 8230 9585 » 6221
Restructuring costs * 600} * - | Taxable losses 1o be brought forward " {3 698) {3076) {1776)
Other adjustments * - 20 | Temporary differences, not offset 558 - -
Total 600) 195 | Total temporary differences and losses .
All items are listed at their pre-tax values, to be brought forward 4803 6187 ! 4324
. Deferred tax before provisions 1464 1780 ! 1322
! Tax provisions # | 680 . 663
1) The provision relates to potential loss in connection with the planned sale of forest Deflered tax and tax provisions { 1865 1 7460 . 1085

properties in Australia

2) Reversal of parts of the restructuring provision made in 2002 in connectien with

downsizing

3) Relates to adjusment of gainfloss on previously sold assets

4} Provision for costs related 1o downsizing

9. Earnings per share

| 2004 2003 2002 |
Earnings in NOX million ; 659 402 1162
Average number of shares in 1 000 132 430 132 415 132 194
Earnings per share in NOK i 495] 8.79

3.04

[ em—

]

10. Net cash flow from operatidns

The connection between ezmings and cash flow from operations is shown below.

l 2004 2003 2002 |
Eamnings before taxes 140 770 806
Ordinary depreciation 3483 3285 3292
Share of profit/{loss) in affiliated companies 41 239 290
Gain/(loss) on sale of fixed assets and other items (142) (814) (195)
Taxes paid (253) (185) (973)
Changes in receivables (18%) (46} 15
Changes in inventory 21 (241} 93
Changes in current liabilities (41 (127 39
Adjustments for non-cash working capital :
items and transtation differences {116) 92 (380)
Net cash flow from operating activities 20481 2973 3 687

1} Tax losses to bé brought forward in Norway amount to NOK | 305 million and stari to
expire in 2013. The rest, NOK 2 393 million, is refated to foreign entities and do not

have a time limitation.

2) The tax provisions refer to several matters in various stages of the tax assessment
process which are being discussed by the company. NOK 21 million refers toa case
which is nearmg completion, while NOK 380 million refers to issues that have been,
identified. Furthermare, there are tax issues both positive and negative in several
countries which could significantly affect the tax cost when finalized.

| 2004 2003 2002
Reconciliation of effective tax rate ,
Nominal tax rate Norway 280%) 280%' 28.0%
Different tax rates abroad (13.9%) | {1.8%)' 25%
Result affiliated companies 83% 9.0% 104%
Amortisation goodwill (2.0 %} B.1%, 6.1%
Profit and boss effect of present value of deferred tax | (12.9 %) 1.4% 2.4 %
New tax rules and income tax rates {140.2%) ( (2.7 %)' (37.7%)
Effect of tax free sale of forests {26.9 %) - -
Reduction of tax provisions {200.0 %) -

One-off effect of higher tax on sale of power assets - 236%

One-off effect of positive outcome of tax case -] (276 %)’ 5
Qther items {13.9 %) 9.3%! (56.6 %)
Effective tax rate 1(373.5%) 1 (473%) (44.9%)

| | ‘
The annual effective tax rate of minus 373.5 % is mainly a result of an increase of tax

basis in Australia, reduction of tax rates as well as a reduction of tax provisions.
' M ¥

1o
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11. Operational and intangible fixed assets

| ildi i itti
e

Acquisition cost ) ‘

Acquisition cost at 31.12.03 5755 8 699 41918 100 B40 57912
Additions 2004 at cost 9 132 1284 158 407 - 1990
Sales 2004 at cost (22) (58) {251) - {11} '+ {342)
Redlassification 20 56 403 - {479y -
Translation differences {(52) ‘ {261) (383} - (24) {720)
Paguisition cost at 31.12.04 5710 8 568 4291 \ 858 733 .58 840
Depreciation and write-downs : ’ I
Accumulated depreciation and write-downs 31.12.03 1028 2718 i6 982 430 - 218
Depreciation 2004 297 38 2678 17 - - 3313
Write-downs 2004 - , - "o | - R T+
Deprediation and write-downs . ' .

on fixed assets sold in 2004 3 {20 Al - -
Redassification ° - ' . : - . y
Accumulated ordinary depreciation i : ’

and write-downs 31.12.04 1328 , 3079 19 560 ' 497 - 24 464
Book value - )

Book value 31.12.03 417 5981 24 936 ) 220 840 .36 704
Book value 31.12.04 4 382 5 489 23411 . 361 733 34376
Depreciation plan 5 - 20 years . 10 - 33 years 10- 20 yeal§ ' 3 - 5years

Real property and plants under ¢onstruction are not deprediated. '
Total cost for rent of property, plant andequipment amounts to NOK 44 millian,

Goodwill speci‘ﬁcation for,each’acquisition

. Depreciation Depreciation Bool; value
' Year planiyears 2004 31.12.2004

Golbey 1995 20 5 ’ 53
PanAsia 1999 20 3 42
Unign 1999 20 6 55 i
Fletcher 2000 20 214 ' 3363
Walsum and Parenco : 2001 20 36 603
Klabin -2003 20 13 113

Goodwill is amortised in accordance with its expected useful life based on reéional and global synergies. ; \

" 1
Goodwill and other Land, huildings Machinery; 'Fixtures and fittings, Plant under  Total
|
|

exclusive rights  and other property and plant _ tools, office equipment  construction
2000 Acquisition . 207 818 29 297 1351
Disposal - 56 7 . 6 - 69
0N Acquisition N : 86 . B8s. 23 334 1422 .
Disposal - 497 3 - 33 533,
| 2002 Acquisition E} 124 552 37 424 1146
| Disposal - 204 2. 7 - 40
| 2003 Acquisition 172 87 503, 12 59 1317,
' Disposal - 397 861 38 - 112%
i 2004 Acquisition 9 132 - 12841 158 407 1990 !
Disposal . 197 2! 3 - 0
Total 5 years  Acquisition 281 636 4045, 259 2060 7281

Disposal - : 1351 _ 802 54 33 12340

~12. Other long-term receivables .
* !

Loans to employees ’ 38 I 3:3 a1

Sundry long-term ieceivables l 203 197 183 : . ,

Pension plan assets 126 123 1 I

Total {3671 353 401 ' ; '
bne—t
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13. Shares

i
1]
ACCOUNTS 2004 GROUP

I Shares included as financlal assets

1
|
'
I

sy £ K R
; - - -
' Currency Share capital Ownership  Book value
' NOK 1000 %  KOK 1000
Shares owned by the parent company '
Sikon @st ASA, Norway NOK 50 000 2 2000
Industrikraft Midt-Norge AS, Norway NOK 296 10 1650
Nordic Paper AS, Norway \ NOX 40100 45 29 845
Holmen Eiendom AS, Norway " NOK 8 000 43.8 3500
Qther shareholdings, each with a book value less than NOK 1 million 702
Total 50016
Shares owned by group companies (book value in the consolidated accounts}
Elimination between parent company and group of shares in Nordic Paper AS (29 845)
Other shareheldings. [ | P 4481
Total ' ; i 124 652
1 ! : i
. T | ! i
[ Shares in subsidiaries and joint ventures - ) T Lk o T +
! 1
Cur}enqu Share capital Ownership Book value
NOK 1000 % NOK 1 000
Shares in Norwegian subsidiaries owned by the parent company
Nornews AS, Lysaker NOK 100 100 .50
Norske Treindustrier AS, Lysaker NOK 39i7 340 100 15264 195
Lysaker Invest AS, Lysaker i NOK, ‘1002914 100 2004310,
Norske Skog Holding AS, Lysaker ; | NOK! 5 000 100 5000 -
Union Paper Co Ltd. AS, Skien NOK - 10 000 100 3454 |
Forestia AS, Braskereidfoss ! NOK' 100 000 90.1 126 004
.Wood og Logistics AS, Lysaker . ' ; NOK 3000 76 12295
Oksengyveien 80 AS, lysaker : ! i NOK 100 100 L1000
Total B ) ) ] i i 17405469 |
Shares In foreign subsidiaries and joint ventures owned by the parent company | i
Norske Skog Golbey, Golbey, France : EUR- 253 164 100 2190829 .
Pan Asia Paper Company Ltd, Singapore ' Ordinary USD  USD: 600 50 IN1206
Pan Asia Paper Company Ltd, Singapore Ordinary SGO | SGD - 50 i -
Morske Skog Bruck GmbH, Bruck, Austria | EUR 1817 99.9 165918 |
Norske Skog Steti, Steti, Czech Republic ' (K 883 100 100 184 270
Norske Skog @sierreich GmbH, Graz; Austria { EUR. 150 100 ‘1292
Markproject Ltd., London, UK ) GBP, 300 100 : -
Narske Skag Deutschland GmbH, Hamburg, Germany tEUR' - 1000 100 ilO 063 |
Morske Skog {UK) Ltd., London, UK . | GBP 100 100 - , 2 l
Norske Skog Holland B.V,, Amsterdam, Netherands . EUR 100 100 M1+ B
Norske Skog Belgium S.A., Brussels, Belgium | EUR 19375 100 13235
Norniews Portugal, Lisbon, Portugal EUR 400 75 y s
Norske Skog Espana $.A., Madrid, Spain ' ~ EUR 90 100 13607 !
Norske Skog {lrland) Ltd., Dublin, Ireland VEUR ) 100 l -
Norske Skog (Schweiz} AG, Ziirich, Switzerland fehr - 100 , 193
Norske Skog Danmark ApS, Varlase, Denmark Y OKK 27 100 . ©
Norske Skog ltalia S.R.L., Milan, ltaly i EUR « 10 95 84
Norske Skog France S.A.R.L., Paris, France | EUR 235 100 7939 |
Norske Skog Japan Co. Ltd., Tokyo, Japan L 3000 100 | -
Norske Skog Jamtland AB, Tringsviken, Sweden , | SEK 100 100 780
Norske Skog {Cypros) Ltd., Paphos, Cyprus f Lcyp 1 95 L
Norske Skog Asia Pacific Pte Ltd., Singapore , lSGD 664 344 100 2546199 |
AB Lee 8ruk, Trdngsviken, Sweden ) . SEK 150 100 11089
Norske Skog Czech & Slovak Republic spol. s.r.0., Steti, Czech Republic CZK 400 100 ' -
Norske Skog Polska Sp. z.0.0. Warsaw, Poland 1 PLN 50 100 .
Norske Skog Hungary Trading and service Limited, Budapest, Hungary ' HUF 3000 100 | -
Norske Skog Logistics N, Antwerp, Belgium . lEUR ; 2500 99.96 , 40 !
THP Paper Company, Seattle, USA ¢ IUsp . 100 ‘ -
Norske Skog Chile Industrial Limitada, Concepcion, Chile "usp 15 000 0.1 D54 !
Norske Skog Europe Recovered Paper NV, Antwerp, Belgium ‘ (EUR 62 99.84 i 493
Morske Skog Papers { Malaysia) SON. 8HD, Kuala Lumpur, Malaysia  } Preference MYR 382855 100 879 !
Norske Skog Papers ( Mataysia) SON. BHD, Kuala Lumpur, Malaysia ¢ Ordinary MYR - 100 ' -
NS Forsikring A/S, Hvidovre, Denmark iDKK 20 000 100 16552 !
Norske Skog Walsum GMBH, Duisherg, Germany JEUR 130 025 100 26035717
Norske Skog Pisa SA, Rio De Janeiro, Brazil ' Preference BRL 24 550 100 |-
Norske Skog Pisa SA, Rio De laneiro, Brazil ! . ' Ordinary iBRL ! 113 768 99.95 1137 704
Norske Skog Adria d.o.0., Ljubljana, Slovenia } SIT 164 100 i -
Papetes Bio Bio SA, San Pedro, Chile ' (P nns 100 LH '
Norske Skog Industries Australia Limited, Sydney, Australia i AUD - 100 16 551 ,
Norske Skog Holdings BV, Amsterdam, Netherlands . EUR ¢ 170 100 100 1701732 |
Total : } ' 15606649
Total shares owned by the parent company i 33012118

12

Annual report 041
|

t

'



ACCOUNTS 2004 GROUP

Annual accounts

b
'

Owinership

‘ Currency Share capital
NOK 1 000 %
Shares in Norwegian subsidiaries owned by the consolidated companies | :
Oxengen Eiendom AS, Oslo P NOK 100 i 160
; . )
Currency Share capital Ownership
NOK 1 000 %
Shares in foreign subsidiaries and joint ventures owned by consolidated companies
Norske Skog halia s.r.l., Milan, ltaly EUR 10 100.0
Norske Skog Paper Holdings (Schweiz) AG, Zug, Switzerland CHF 130100 100.0
Norske Skog Holdings (Schweiz) AG, Zug, Switzerland CHF 1001 100 100.0
Norske Skog (USA) Inc. Southport, USA ) usD - 100.0
MV Verkstad AB, Tréngsviken, Sweden . oo SEK 3150 100.0
Norske Skog Capital (Australia) Pty Ltd, Sydney, Australia , AUD 223000 b 1000
Endeavour Papers Py Limited, Sydney, Australia ! AUD - L1000
Norske Skog {Australasia) Pty Limited, Sydney, Australia ' ; AUD 1 000 100.0
Norske Skog Paper Mills (Australia) Limited, Tasmania, Australia ' t AUD 7539 ;1000
“Norske Skog Forests (Australia) Pty Ltd, Tasmania, Australia ' | AUD 2002 100.0
Norske Skog Capital NZ Ltd, Auckland, New Zealand ; | NID 1 | 1000
FC Asia Paper Sales Pte Lid, Singapore : | ! SGD 100 ©50.0
men Forest Huldmgs{]ggs} Inc., Whiteharse, Canada : ! CAD 964 360 t 1000
_Tasman Equipment Ltd, Vancouver, Canada , ' CAD 1 . 1000
Crown Forest Industries Limited, Whitehorse, Canada : CAD 10 664 289 100.0
NS Industries Canada Limited, 8C, Canada : CaD 246 625 | 100.0
Norske Skog Florestal 5. A, Brazil ‘ i BRL 13659 | 100.0
Norske Skog CI tid, Georgetown, Cayman Islands | CHF 1 300 000 1 100.0
4346799 Canada Inc. : ! CAD 1747 450 i 1000
Norske Skog North America LLC, Defaware USA | ! UsD 1000 50.0
33027 YUKON INC, Vancouver, Canada ! CAD 19 245 : 100.0
Norske Skog Overseas Holdings AG, Zurich, Switzerdand ! ; CHF 546 134 100.0
Norske Skog Finance (UK}, Cardiff UK ; i GBP 100 100.0
Norske Skog Industries (UK} Limited, Cardiff UK i GBP 569 065 © 1000
Norske Skog Forest Holdings AG, Zurich, Switzerland ! ' CHF 63173 100.0
Parenco Assurantien BY, Renkum, Netherlands . EUR - " 100.0
Parence Finance BV, Renkum, Netherfands ! EUR 40 1 1000
Parenco Hout BY, Renkum, Netherlands ‘ EUR 50 + 50.0
Reparco Nederand BY. Nijmegen, Netherlands ! EUR 227 100.0
Sapin SA, Harze, Belgium , EUR 8125 50.0
Geosilica Nominees LTB, Auckland, New Zealand ' NZD 1 | 500
Norske Skog Holdings (NO. 1} Limited, Auckland, New Zealand ~ | NID ; 1 100.0
Norske Skog Holdings {NO.2) Limited, Auckland, New Zealand ! NID - 100.0
Norske Skog Holdings (NO.3) Limited, Auckland, New Zealand | NZD 1 100.0
Norske Skog Chile Industrial Limitada, Concegcion, Chile 1 : usD 15 000 99.93
33038 YUKON INC, British Columbia, Canada ! I usp 36 542 I 100.0
Paroco GMBH, Essen, Germany ! EUR 130 51.0
Reparco Nijmegen BY, Amhem, Netherlands ' EUR 18 " 1000
Reparco Randstad BV, Haag, Netherlands i ELIR 14 1 100.0
Reparco Renkum BY, Amhem, Netherlands EUR 18 1100.0
Reparco Trading 8Y, Nijmegen, Netherlands ' EUR 386 11000
Reparco Zutphen BV, Zutphen, Netherlands EUR 1134 ; 100.0
Fletcher Paper Sales North America, Inc, Delaware, USA ! usp 10 , 100.0
Forest Terminals Corporation, Califormia, USA i usD 5 100.0
Nomews Portugal, LDA, Portugal ) EUR - 400 v 250
Norske Skog Bruck GMBH, Bruck, Austria b EUR 1817 o0
Morske Skog (USA} Holdings Inc., Racine, USA i usD - 100.0
Norske Skog Parenco BY, Renkum, Netherands | EUR 166 282 1000
4159641 Canada InC. A 26616 900 100.0
Morske Skog Papier Recycling GmbH, Austria ATS 4 000 000 1100.0
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14. Affiliated compames and jomt ventures

ACCOUNTS 2004 GROUP

1) Currency translation differences MYR/NOK and ather adjustments. ;
1) Currency translation differences CADINOK.

Book Actixuized Share of Dividend/ ' Book '
value shares profit for . other equity ! value .
NOK million Ownership 01.01.04 the year  corrections 31.12.04 !
Affiliated companies ] i
Malaysian Newsprint Industries SDN BHD, i
Kuala Lumpur, Malaysia 337 % 267 . s (T2 200
Nordic Paper AS, Greaker, Norway 450 % 17 t 3 . 20
Noiske Skog Canada Lid., Vancouver, Canada 294 % 1936 ' (44) [P1) 1 865
Other affiliated companies . 8 i (5 6 ' 9
Totab ) 2228 ! 41) (93) | 2094
I ¥ 3
Joint venture 1 ' I i |
Pan Asia Paper Co. Pie Ltd, Singapore 150.0 % 3110 [ 97 (22" ! 3085 |
Total ‘ 3110 ; 97 {122) © 3085
i
|

3) Including received dividend of NOK (101} million and currency 1ranslal:on differences
USD/NOK of NOK (21} million.

Norske Skog Canada Ltd. has a total equity as of 31,12.2004 of CAD 1 043 million.

15. Inventory

Raw materials and other production materials 1128 1076 955

Semi-manufactured materials 4 44 34
Finished goods . . 1130 1201 3091
Total 1229% 1 1321 2080

16 Liquid assets |

Cash and bank deposits 419 334 487
Current investments 470 596 381
Total liquid assets | 889 ) 930 868

The group has limited access 1o liguid assets in the joint ventures and i in companies
with Jarge minarity interests. In 2004 this wtalled NOK 101 million as against

NOK 150 million'in 2003 and NOK 141 million in 2002.

Restricted bark deposits in 2004 amounted to NOK 0 million, compared with 0 in 2003
and NQK 17.7 million in 2002.

O HED EEIB Jz062)
Average g

. interest rate i
Bank/insurance 75 94
QOther finandial institutions - 46
Energy 158 156 .
Industry/commercefshipping 190 151 196
Total bonds 5 % | 423 1 447 196
Certificates s 43 165
Cursent bank deposits 30 104 20
Quoted investment shares 2 2 -
Total , I 4101 596 381

- Commerdial paper is classified as current assets and valued as a portfolio. Net unreali-
sed gain on the portfolio was NOK 7 million. The corresponding value for 2003 was an
unrealised gain of NOK 5.77 million, and for 2002 an unrealised gain of NOX 0.02 mil-
lion. NOK 210 million of total bonds has a floating interest rate, with the next interest
fixing on 11.01.2005. The rest of the bond portiolio has a fixed interest rate,

|
|
|
i
i
i
|
|

|

‘

+
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17. Joint venture
{ . - |

3

Norske Skog participates in a joint venture through PanAsia Paper Company.

The following purchases of own shares have taken place in 2004

1
‘ Number of shares Share price
The latter is located in Singapore and owned 50 per cent by Norske Skog and 50 per 39500 \ 117.93
cent by Abitibi Consolidated, Canada. 50 000 115.71
50 000 118.30
The Norske Skog Klabin joint venture was included until its dissolution in March 2003. 50 000 115.5%
I
75 000 114.04
1 ¢ 2004 2003 2002 | 75 000 119.93
3
Share of operating earnings f E rThe following sales of own shares have taken place in 2004 ]
Operating revenue L2603 ¢ 2436 3438
Qperating expenses y 2443 I 2251 2907 Number of shares Share price
Operating eamnings [ 185 53t 243 240 i 104.00
{ : 8836 130.50
Share of balance sheet |
Operational fixed assets 4594 4222 4488 | The general meeting of 15 April 2004 authorised the board of directors 1o acquire up to
Long-term receivables 13 17 47 10 per cent of the company’s shares on certain conditions. This authority was given for
Total fixed assets 4607 4739 4535 | @ period of 18 months, : ,
Iventory 764 224 236 b ! -
Current receivables 523 596 608 Shareholder's equity in Norske Skog decreased by NOK 250 during 2004 owing to the
Other liquid assets 104 142 14 strengthening of the NOK against the currencies of the other countries in which the
Total current assets f &88 | 362 985 | group opesates. The increase of the equity relates to the translation of foreign subsidia-
Deferred tax 309 287 281 | ries. ; ' ‘
Long-term debt 1487 1061 1235 _ !
Cureent debt 615 743 670 | The classification of the leasing arrangement for the Norske Skog headquarter at
Total debt i 2411 | 2001 2186 | lysaker outside Oslo has been changed from opesational leasing to financial leasing.
— The effect of this reclassification is reflected in the historical figures for 2002 and 2003,
L ! !
1 ] ] .. .

18. Shareholders' equity 19. Minority interests . i
| i 2004 2003 2002 || | I . 2004 2003 2002 |
Consolidated equity Minority at 01.01 i ! 196 157 205
Share capital in NSI ASA™ i 1331 1331 1331 Changes in minority owing to sales/purchases ™ | 1t 59 -
Own shares in NSI ASA” & ) (9) | Share of net earnings/ (Igss) I8 a! (6)
Share premium reserve in NSI ASA® 7137 72 7116 Dividend paid { {10 (15) 1
Other equity NSI ASA™ 5319 5663 5153 Currency translation differences I {19 {8) (43}
Other consolidated equity 4929 5017 4079 | Minority at 31.12 . i 186 1 197 157

Total consolidated equity | ] ——

excluding minority interests 1 18 108 19125 17 670 1) Minority's share'in Hebei Long Teng Paper

. | '

Shareholders' equity !

Sharehalders' equity 31.12, excluding '

minority interests 19125 17 670 193211

Earnings for the year 655 402 1162 '

Share issues - - - '

Provision for dividend {795} {795) {795} '

Change in holding of own shares {7} 14 47

Translation differences and other adj. {270} 1834 {2 065)

Shareholders’ equity 31.12, excluding

mingrity interests 18 708 19125 17 670 )

Minority interests i 186 197 157

Total shareholders’ equity | 18894 19 322 17 827

*} Norske Skogsindustiier ASA ! .
¥

At 31 December 2004, Norske Skog owned 819 976 of its own shares, equivalent to 0.6 ‘

per cent of the total number of shares. These shares are mainly acquired through the !

merger with Aktieselskapet Union (Union Co) in 1999, In addition, own shares have !

been purchased during 2004, The holdings of the own shares are primarily used for the '

share ownership programme for employees and for settlement of bonus agreements. ! '
t : !
1 r
| )
i
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20. Interest—bearrng long-term liabilities

!
ACCOUNTS 2004 GROUIP

]
¥
'
t

21. Other current liabilities

] ;i 2004 2003 2002} | | N - 2004 2003 | 2002 |
Bonds 10224 10218 8490 | Current bank debt 469 66' 681
Debt to financial institutions 7067 8072 9698 | Other long-term interesi-bearing liabilities - - 466
Total 17 2% 18 290 18188 Total | 469 656 1147
Senior long-term debt in NOK 3594 4259 4949 .

Senior long-term debt in foreign currencies 13 297 14 031 1323%° | The group has unused bank overdrafts of NOK 200 miftion. No restrictions are placed on
Total 17 291 18 290 18188 | the use of the faciity.
nior long-term debt by curren ! . gy e
LSentor feng y oy Il 22. Interest-free current liabilities
Senior long-term debt by currencies, current portion included: :
| B 2004 2003 2002 |
Currency amount  Currency NOK Average i i i ]
million rate milllon - interest rate | Duties and holiday pay X 720 835 ) 583
311204 311204 311204 31.12.04 Accounts payable 1 866 1649 - 1665
' Sundry interest-free current debit 432 561 893
use 1216 6.0386 7337 Provision for dividend 795 795 ¢ 795
EUR 576 8.2385 4739 Accrued expenses’ 840 1008 | 881
NZD 26 43409 114 Tax payable ; : 3 216 | 240
AUD 50 4,7053 235 Total ’ ] 4 684 4864 5063
KRW 112188 0.0058 654
SEK 101 09132 92 i ! ,
SGD 2 36985 % Lo , . !
RMB 70 072 50 23. Foreign exchange and interest
Total debt in foreign currencies in NOK 13 297 ;
Total senior long-term deb in NOK 3994 off- balance sheet instruments
Total fong-term debt 17 291 4.6% L ‘
1 FOREIGN EXCHANGE CONTRACTS '

!Lepaymem of debt ] { Purchase ! Salés

NOK million contracts contracts

The company's total debt as at 31 Decemher 2004 matures as follows. Currency ) equivalent equivalent
AUD ' 94 ’ 2689

Deht banks Bonds Total BRL . - 68

2005 575 174 749 CAD 12 757
2006 339 1152 1491 CHF - . 151
2007 694 1604 2303 CZK , Al ; -
2008 250 - 250 | DKK 1 - ' 0"t
2009 882 1073 1955 EUR 1359 ! 3975
00 4250 = 4 250 GBP - 1270
0N 88 3623 3m Y ' - -
2014 42 200 242 KRW ; - 364
2015 114 1208 1322 NOK 9416 ! 2387
2033 - 1207 1207 NZD 512 -
Total 7234 10 246 17 480 SEK 104 : 167
THB - . 62

Total debt listed in the repayment schedule may differ from boaked deb. This is due to usD ' 2041 \ 1436
premium or discount on issued bonds. Premium or discount o issued bonds will be amor- |  Total i 13 609 13543

tised in the profit and loss account aver the lifetime of the issued bands. At 31 December
2004, a premium of NOK 21.7 million exists in the account. The repayment schedule does
not incdlude unrealised currency effacts on forward contracts. At 31 December 2004, this
increased debt by NOK 302 million. NOK 10.1 million of this is due in 2005.

At 31 December, the holding of the company's own bonds amounted to NOK 925 million
nominal. This is deducted from interest-bearing debt in NOK.
Norske Skog can draw additional NOK 4 634 million on existing domestlc bond loans.

In October 2004 Morske Skog issued 1hree bond loans in the Norwegian marker, 2 bonds
amounting to NOK 200 million each and a loan amounting to NOK 525 million. The tenors
were 5, 10 and S years respectively, Two of the loans have fixed interest rate coupons but
are swapped into floating rates.

In April, Norska Skog refinanced a new credit line amounting to USD 500 million which
will be part of the liquidity reserve. The tenor is 4 years. In addition, tweo loans were refi-
nanced, 1ogether amounting 1o EUR 5CG0 million. The new tenor is 5 years, Al 31
Decernber 2002, Norske Skog had NOK 5.8 billion in unused long-term credit lines.

Norske Skog has given declarations of negative pledge when raising long-term loans.
Furthermore, some of the loan contracts contain requirements regarding certain financial
ratios relating 10 solvency and other requirements usual in syndicated Ioan agreements.
These are:
- net equity capital {equity capital minus intangible assets) must be a minimum of

NOK 9 billion .
- net interest-bearing debt/equity capital ratio must be a maximum of 1.4,
Norske Skog complies with each and every one of these requirements.

1 ;
The sum of the prrncrpal in {oreign currencies is translated into NOK at the POt rates pre-
vailing on 31 December 2004,
All forward contracts and currency options are related ta hedging of net investment in,
subsidiaries or hedging of future cash flows in foreign currencies. All exrsrrng forward con-
tracts and currency options will mature during 2005

!

]cuanzucvomons i C 7 ]

The group uses currency options in its cash flow hedging programme in AUD, EUR, GBP
and USD. The group's currency option strategy is based on a combination of purchased
vanilla options and sold exotic barrier options. This combination provides similar cover
when the NOK is strengthening as for foreign exchange cantracts. If the NOK weakens,
within an interval in sold barrier options, the loss will not be as large as if ordinary fnrergn
exchange conLracrs had been used.

If the NOX weakens more than the level in the barrier option, the loss will be similar to
that incurred from using ordinary foreign exchange contracts in the hedge. .

The option strategy has equal premiums for both bought and sold options. |

This gives a net cost of zero at inception. r

Changes in option values are booked in the profit and loss account. Professional option
pricing methods are used together with currency and interest rate volatility curves at

31 December 2004. Total Juneealised profit on currency options was NGK 14.2 million at
31 December 2004, All cusrancy options mature in 2005.
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JINTEREST;RATE AND CROSS, CURRENCY, SWAPS

Currency Currency Nominal! value in Nominal value in Market value i i - i

receive leg pay leg  currency receive leg currency pay leg (NOK million) , . Receives Pays Maturity :
NOK EUR 250.0 i 306 66, foed .- fixed 1007
NOK NOK 50.0 4 50.0 EA R fixed + floating | 2006 |
NODK NOK 175.0 175.0 sl fixed floating 2006
NOK NOK 55.0 55.0 4.2 fixed floating 2006
NOK NOK 40.0 400 32! fixed floating 2006
uso usD 50.0 50.0 18.1 fixed floating 011
AUD AUD 54.9 54,9 65) floating fixed 2005
usp usp 75.0 75.0 38 fixed floating 2033
usD usb 45.0 45.0 1.5 fixed floating 2033
Uso uso 80.0 80.0 8.2 fixed floating 2033
ush EuR 80.0 : 69.0 (128.8) . floating floating 2033
UsD  ER 45,0 T T 674)] ¢ foating floating | 2033 !
Usp EUR 75.0 , 64.2 (91.4) [ fixed floating LS |
UsSD EUR 50.0 428 160.0) fixed floating I 2015
usD usD 55.0 ! 55.0 ant fixed floating ! 2015
NOK NOK 500.0 . 500.0 35.8 { fixed floating 2007
NOK NOK . 100.0 : 100.0 t 78 i . fixed floating 007
usp AUD 45.0 ' 62.0 (35.8} ' floating fixed 201 |
uso AUD 54.6 ‘ 75.0 “(35.4) floating floating rI R
Uso AUD . 81.0 ' 110.0 (21.0) floating floating 201
NOK EUR 526.5 64.8 (12.4) | floating fixed . 2007
usb UsD 390.0 390.0 1166.3 ‘ fixed floating 20n
usb usD ' 100.0 Coo 1000 386 fixed floating "t
AUD AUD 10.0 10.0 01! floating fived fon !
usp AUD 306 400 (6.9) - floating floating 201 ¢
AUD AUD 15.0 15.0 0.1 floating + fixed , 2011
NOK NOK 1200 1200 071 fixed floating | 2006 |
EUR EUR 30.0 30.0 {10.4) l ‘ floating fixed | 2015
EUR EUR 30.0 30.0 (2.2) - floating fixed . 2007
AUD AUD 300 300 08! floating fixed . N
EUR EUR 128 128 {4.4) . i floating fixed L2015
NOK EUR 500.0 59.4 1.3 4 floating floating I 2007
EUR, EUR 294 ' 29.4 {1.4) ' floating fixed I 2007
NOK NOK 2.0 20 0.0 ! fixed floating ' 2006
EUR EUR 15.0 ' 15.0 82 floating fixed 2015
EUR EUR 15.0 15.0 8.1 floating fixed . 2015
EUR, EUR 200 ' 20.0 (12.0) | floating fined . 2015 |
NOK NOK 100.0 100.0 46 | © fast floating I 2007
NOK NOK 2000 200.0 5 fast floating i 2006
AUD AUD 10,0 10.0 0.8} , floating fined N
AUD, AUD 10.0 10.0 - (0.6} floating fixed - 01
NOK, NOK 2265 ! 226.5 6.1 fixed floating j 2007
NOK NOK 1129 i 112.86 0.5 fixed floating 2006
NOK : NOK 200.0 200.0 2.3 : fixed floating © 2007
NOK NOK 105.0 105.0 09 fixed floating 009 .
NOK NOK 95.0 95.0 08 fixed floating 2009
NOK NOK 124.0 o 1240 16 | fixed floating 2014 |
NOK NOK 76.0 76.0 Lo | fixed floating | 2014
usp uso 10.0 10.0 0.4y fixed floating faon
UsD usp 15.0 15.0 (.5 ! fixed floating o
i }
| i !
; : "
If the interest rate is reduced, the group will profit from receiving fixed interest and :
paying floating interest. Market values are calculated by using market rate curves as at !
31 December 2004, The group uses interest rate swaps for interest rate hedgings. ! . '
Unree;ziised marked-to-market revaluation are not booked in the P&L account, This is in | : I
line with the underlying debt being kept at cost. For combined interest and currency : ! H
swaps unrealised currency effect is induded. Currency effects are booked against . '
translation of underlying debt and translation differences on equity in the group. This ! ' H
accords with the fact that all combined currency and interest swaps ate in hedge port- | ‘ ' '
folio hedgmg net investments in foreign subsidiaries. ' ! I
1
1
l
oo | :
t
1 t
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- Anaual report 014 I ‘ "

L " , . . . ] | I ' | i



i
Annual accounts

24 Mortgages

The following loans are secured by

mortgages on real property at 31.12

Qutstanding balance, other mortgage deht 755 228 253
Total 755 ] 228 253

Book value of assets securing

this debt as at 31.12 ‘

Machinery . 93 361 293
Buildings i - -
Forest, Yand and other real property ' - - -
Tota! [ 10341 361 293

Norske Skogindustrier ASA and subsidiaries pledge no assets. The re-afiocation of opera-
sional leasing an the main office has increased the mortgage along with the mortgage
at Norske Skogindustrier ASA building. .
Martgages in machinery apply entirely to Norske Skogs share of its asseis in Pan Asia
Paper, :

25. Environment

NOK 157 million was devoted to environmental investments in 2004, 45 against
NOK178.5 million in 2003 and NOK 175 in 2002, .

The largest investments were done at Norske Skog Parenco where the construction of a
new bio fuel furnace was completed. At Norke Skog Golbey, considerable improvernents
in the deinking process for recovered paper have been implemented. This improvements
result in that a larger share of the waste can be used for bio energy. -

Norske Skog is not aware of any govermental requirements of cleaning up sites where
Norske Skog runs its business.

In relation to divestments of businesses during the last years, surveys have been done 10
reveal possible polution, This is partly done as a Norske Skog policy and partly based on
governmental requirements. As of today, there are no requirements for cleaning up sites
that will incur major costs for the company.

In 2005 Norske Skog will initiate a project to develop group guidelines for surveys of
possible environmental obligations. These guidelines will form the baS|s for entity spesi-
fic plans and initiatives.

The ambition is 10 develop the general group guidelines during 2005 and have the enti-
ties within the group develop and carry cut their own plans according to the guidelines
during 2006,

26. Other commitments

fn 1998, Norske Skog finalised a lease-and-buyback arrangement with American inves-
tors for PM5 and PM6 at Saugbrugsforeningen. The present value of the cost of the lea-
seback is about NOK 4 000 million, which is irrecaverably deposited in favour of the
American investors. Although the sum has been deposited, Norske Skog is not exonera-
ted from liability for payment. Howeveyr, the credit risk is extremely low because the
funds are held in a bank with an “A grade” rating. Deposited rental costs and prepaid
rentat eamings are entered net in the balance sheet. Should Norske Skog be unable to
perform the leasing agreement, it is obliged to recompense the investors for any loss.
The investors' loss will vary over the term of the lease and will at most amount to USD
98 million. The possibility of Norske Skog being unabte to perform the contract is extre-
mely low. The contract could only be broken off as the result of exiraordmary circum-
stances in the nature of force majeure, :

Norske Skog, Abitii-Consolidated and Hansol established the PanAsia joint venture in
1999. Hansol Paper withdrew from PanAsia in 2001 and sofd its one-third stake in
equal parts to Norske Skog and Abitibi-Consolidatad. The relationship between the
remaining parties in the joint venture is regulated by a shareholders’ agreement. An
important condition for the joint venture is that the future expansion of the parties wit-
hin PanAsia’s market area should occur through PanAsia, and that PanAsia should have
a growth strategy. Australasia is not included in PanAsia's market area. Under the share-
holders' agreement, PanAsia has an option to buy Norske Skog's 33.65-per-cent equity
share in Malaysian Newprint Industries at an agreed price.

{ : ACCOUNTS 2004 GROUP

| . i

Norske Skog and Klabin Fabricadora de Papel & Celulose SA each owned 50 per cent
of the shares in the Nurske Skog Klabin joint venture in Brazil. Norske Skog bought .
out Klabin at the termmannn of the joint venture agreement in March 2003 for USD |
28 million. Norske Skog has an additional commitment to pay Klahin UsD 18 million if
Norske Skog should decide to build a new papet mathine 1o seplace the capacnry at
Klabin. This commitment is Iumted to three years from the termination of lhe agree-
ment. .
| . : !

During the spring of 2004 the EU Commission initiated an investigation of Norske
Skog and other European paper producers for assumed violation to the EU's competiti-
on rufes. The background for the investigation was that one of Norske Skogs's compe-
titors, UPM-Kymmiene of Finland, have initiated a cooperation with the competition
authorities in the EU, the USA and Canada after an internal review of the company’s *
business policies. Investigations have been initiated against Norske Skog in a case of
alleged illegal sales cooperation among producers of newsprint in Europe. It may be
expected that the EU Commission will forward a request for more explanations and
evidence during 2005. l ; ‘

Following the investigation initiated by the EU Commission, publication producers both
in Europe and in the USA have been sued by customers in the USA where the custo-
mers claims compensanon for losses caused by alleged breach of competition rules.
The lawsuits are so called group lawsuits. This means that the plaintiff represents all '
potential customers in the USA following an investigation outside the USA. However,
Ameican competition authorities have initiated an investigation of American based
producers of magazine paper. Norske Skog is not included in this investigation. In the
USA, a total of 30 lawsuits against companies in the publication paper |ndustry have |
been initiated. Six of these are proceeded in local state courts in Caliéornia and 24 are
proceeded in Federal courts.

At this stage it is not possib!e to say anything about when the cases mentioned above

will be ctosed, or the outcome of the cases. .
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27. Financial risk

Transaction risk currency

The group has revenues and costs in various currencies.

The major currencies are EUR, NOK, USD, GBP, AUD and NZD.
Transaction risk is the potential difference in the future value of outgomg or incoming
funds in different currencies used by the group.

The group calculates a 12-month future expected cash flow in each currency on a rol-
ling basis. 50 o 100 per cent of the company's expectad cash flows is hedged at any
time.

Only accounts of wholly-owned subsidiaries, where Norske Skog has dlrec’( access to
the accounts, are included in the hedging.

The resutt of the hedging is included under financial items in the consolidated profit
and loss account.

Cash fiow hedging generated a profit of NOX 156 million in 2004.

Currency loss or income will, over time, offset increased or reduced future net operati-
onal income.

Balance sheet currency risk

The group accounts are presented in Norwegian krone. A balance shegt risk arises
when converting the batance sheets of subsidiaries from their accounts in local curren-
cies to kroner. Debt is primarity drawn in currencies in which the group has net ear-
nings in order 10 reduce group exposure and contribute 10 a steadier cash Now aver
time. These are also currencies in which the group has assets, and accordingly contri-
bute to reducing fluctuations in the group's bock equity and gearing as a result of
exchange rate movements.

The currency result of hedging is recorded directly against equity, and is the counter- -
part entry to conversion differences for net assets in the subsidiaries In 2004, the
result of balance sheet hedging recorded against equity came to NOX 642 million.
Using curency derivatives 1o adjust the currency composition of the debt could produ-
ce other liquidity effects relating to exchange rate movements than the use of traditio-
nal currency debt. ] |

rInterest rate risk : oo

.Norske Skog considers a fioating interest rate on its corpora[e debt to be risk reducing.
This is related 10 the correlation between Norske Skog's income and economic cycles,
where interest rates are normally high during boom conditions and low during recessi-
ons. The corporation has cutstanding centificates and ﬁxed |nleresi rate bonds with a
nominal value of NOK 9 173 miléon. .

The switch to floating interest payments on existing fi f ixed interest loans is achieved by
using interest rate swaps. The financial risk on the debt portfolio is measured by inte-
rest rate sensitivity (duration). In some cases, interest rate derivatives are used in order
to adjust the duration of individual cureencies.

Liquidity risk '

Morske Skog incurs liquidity risk to the extent that payments on finandal debt does
not correspond to the group's cash flow from operations. To offset such effects, the
group seeks 1o spread payments relating to financial debt throughout the year. The
group aims at all times to have a minimum of NOK 6 billion available in cash and
undrawn committed drawing rights as a liquidity reserve. .

Credit risk i

Norske Skog makes a credit evaluation of all counterpans in financial Uadlng The
counterpart must be at least an A- rated company. For non-rated companies, calculati-
ons are made whereby the minimum criteria for key figures are the same as for an A-
rated company. Based on the sating and other calculations, a limit on credit exposure
is established for all counterparts. These limits are monitored conununusly in relation
10 unrealised profit on finandial instruments and placements.

t
! | 1 : ;
Credit policy for sales i |s centralised at corporate headquarters, while the authonty to,
grant credits 1o customers is decentralised to the sales units. Receivables are mom:o-'
1ed closely through a comprehensive rating and insurance programme, and overdue

amounts are folluwed closely. i

Enefgy risk l ‘ E ;
A major part of Norske Skog's global energy demand is hedged through Inng term
contracts. Norsks Skog also uses financial instruments for mited parts of its hedging.
The hedging ratio represents a trade-cff between risk exposure and oppor:umnes 1o} i
take advantage of shart-term price drops. 1

Contracted volumes have rated counterparts. . ‘ '

| DURATION TABLE - v N ‘ i N N - oY
Currency i uso EUR AUD KRW CAD Total*
Currency allocation in NOK billion 33 1 86. 3.5 1.3 08 ' 118
Duration per currency

* Debt in other currencies: NOK 0.4 billion.

PanAsia's debt is not taken into account when making duration calculations. Duration
produces a change in the market value of group debt when market interest rates
change. Duration is calculated for the groug's principal currencies with gross interest-
bearing debs. The table summarises underlying and synthetic liabilities includect in the
duration calculation for the respective currencies. '

09 v 13 1.4 0.§ 0.4 i - }I
i

Annual tepont 04
o

-
-
_——l ]



it
B Annual accounts

Profit and loss account

1 1
ACCOUNTS 2004 NORSKE SKOGINDUSTRIER ASA

| NoX Milion | ) Notes 2004 2002 2002 |
Operating revenue ] .2 7348 6933 6979
Changes in inventory (2} 30 (66} -
Cost of materiafs i . 41233 3788 3616
Personnel costs ! 3 1287 1287 1337
Other operating expenses ! 1 4! 280 786 979
Depreciation and amortisation 7 607 593 630
Operating expences ' ' 7005 6484 6496
Dperating earnings before restructuring costs | 1 343 449 483
Restructuring costs ! - (50} {111}
Operating earnings ,i ! 343 399 3N
Group contribution t 274 924 -
Financial revenue ) { ' : 846 820 ' 1409
Financial expences oo (969) {1 797) . (494)
Financial items, net { 151 {53) © 915
Qther items 10 i 142 935 240
Earnings before tax ' b 636 1281 ' 1527
Tax ] 5 {182} (26} {496)
Earningsi(loss) for the year } . 454 1255 | 1031
Group contribution made, after tax . ) - 274
Application of net profit: ; L | '
Alfacated from/to other equity . 341 {460) (236) '
Divided to shareholders v {795) (795) {795}
Total | i ! {454) {1 255) (103 !
i . !
| .
Cash flow statement P ! -
| NOK Million ! Notes 2004 2003 2002 |
‘Cash flow from operating activities : '
Cash generated from operations : 7410 7051 - 7169
Cash used in operations : {6 265) {6 008) {5 888)
Financial revenue received ’ ; 207 820 v 1405
Financial expenses paid : {1168) {1 507) 11091)
Taxes paid ; (182) 53 L {283)
Net cash flow from aperating activities boby 2 409 132 !
Cash flow from investment activities : [ .
Investments i operational fixed assets 7 (4486) {231) (2290 !
Sales of operational fixed assets CT 17 3 ©3s
Net change in intercompany receivables A 3342 2270 9%1
Net financial investments . { (962) {660) L
Net cash flow from investment activities ' f 1951 1382 907 .
Cash flow from financial activities ; .
Net change in long-term liabilities (409 {045) (3 256)
Dividend paid ! (795) {795) {792)
Share issues - - -
Net cash flow from financial activities ki i (1 204) {1 740} (4048)
Total change in liquid assets 1 | 749 3] {1.829)
Liquid assets at January 1 ! 571 520 2349
Liquid assets at December 3t ' 1320 571 520

L)
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; Annual accounts

Balance sheet

'
|
'
i
T
-

Assets ! ‘ I .
Intangible fixed assets . 1 60 67 T 73
Operational flxed assets : i 7 4745 "4 918 i 5590
Intercompany receivables ' 3433 5199 " 5908 -
Qther long-term assets : 58 59 n o
Pension plan assets 3 60 63 10
Shalres in other companies 1 I 51 66 62
Shares in subsidiaries . | 33042 32044 19145
Securities and long-term financial assets ' 36644 37431 35 300
Fixed assets | 41449 42417 40 963
Finished goods ! 369 366 396
Raw materials and werk in progress i 240 192 - 168
Inventory t 609 | 558 564
Intercomgpany receivables 1 108 2302 702
Other receivables 225 $ m 29
Accounts receivable ' 763 Ba4 167
Provision for bad debts {36) | {39) 39
Receivables 1660 ) 3288 1722
Commercial paper ) 31 106 105
Bonds : 416 441 196
Cash and bank deposits | 873 24 219
tiquid assets t 1320} s C 50
Current assets i 3589 | 4417 2 806
Total assets ¢ 45038 | 46 334 43 769
i l
Shareholders’ equity and liabilities | _
Paid-in capital F ' :
Share capital | 1331 1331 . b3y !
Own shares ! (8 N . {9
Shaie premium reserve ’ | 7137 S AR
Retalned earnings i . ; '
Other equity ‘ , R 5319 5 663 15954
Shareholders’ equity : : 8 13779 | 14108 13592 1
Deferred taxes ! 5 570 388 b33
Pension obligations ' ‘ [T ) 83 85 boog7 !
{ong-term intercompany liabilities ' . 10 053 10 849 , 9479
QOther fong-term liahilities i I 1 15 930 16 203 h? 13
Long-term Habitlities ' ' ) | 26636 | . 27 525 23 016
Other current iabilities ; 1095 1276 L1459
Current intercompany liabilities | | 2187 2557 ;4482 |
Accounts payable : . . 496 136 l 307
Duties and holiday pay : | 50 54 .53
Provision for dividend ) ) | 795 795 t 795 i
Tax payable ) . ) Y 5 - ) 183 65
Current liabilities ! i 4623 | 5201 : (7161
Total shareholders’ equity and liabilities . ) - 45038 | . 46 834 43769
Guaranteas ' ' ‘ T 1300 2050
. 1
' : ' :
: i ! l
% L P g A
;W S art Zoioa. ||
Lysaker, 3 March 2005 . l f !
Jan Vidar Grini _ . Kare Leira : ‘é
¥ e
. — - ~Sem L P € . ‘
bdirt éwi’w’ : __'zht__.‘:p__ o mw// Mh ; :
| . . N
Halvor Bjarken | Gistle Marchand l ' @ivind Lund ;
J‘ t
S | L ' . L
gl W /j, sary/ | L
’ ‘ |- ‘ O&Q).m,\ .
o b | I 1
Lars Wilhelm Graholt Egil Myklebust ' Jan Oksum i !
Chairman Deputy Chairman - i President and CEQ ] ' '
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Annual accounts b ' ACCOUNTS 2004 NORSKE SKOGINDUSTRIER ASA

1. Accounting principles 5.Tax ; .
The company's accounting principles are the same as those applied for the consolidated A specification of the difference between earnings before tax and the basis for tax is
accounts, as described on pages 104 to 105, Only those notes which differ materially shown below, - . ;
from accompanying the group accounts are shown below. investments in subsidiaries . ! . i )
are valued at historical cost. All figures are in NOK million unless otherwise stated. 1 Tax basis . o 2004 2003 2002 |
Maonetary items receivable from or payable 1o a foreign subsidiary for which settlement E’::r::g:nbte;%rfil?:ces ' % (56235? 1{923%]): 1(250%;
is neither planned nor fikely to occur in the foreseeable future are considered to repre- Groun contribution X 1) g (381)
sent an extension to or deduction from the net investment in the foreign subsidiary. up < ' :
: . ) : Equity items - - .
Foreign currency gains and losses on receivables and payables considered te form part . ' '
X o L . ) . Currency items (539 (693) 8
of net investment in foreign subsidiaries are not recognised until the disposal of the . . . ,
) ; - L N . . Change in temporary differences {6} ! {529) {303)
investment in the foreign subsidiaries. This principle also applies to exchange rate dif- - -
L f o Basis for 1ax (479} ; (880) 651
ferences arising on foreign currency liabilities accounted for as a hedge of the net i i
investment in foreign subsidiaries. Fax - ~y 2009 2003 2002 ]
Tax payable, including withholding tax ! 12 {182) {234)
Tax payable former year | - 207 ' (263)
. Tax group contribution | - - {107
2. Operating revenue - Tcedt - : 193
: Total tax payable i 12 25 411
Operating revenue includes NOK 1 255 million in ordinary revenue from the safe of Change in deferred tax 171 (51} (85}
goods and services 10 companies within the group in 2004. The corresponding figure Total tax cost | ) | 182 | {26) . (496}
was NOX 1 266 million in 2003 and NOK 1 366 million in 2002. : [ .

Gain on sale on ft.:nrestry"property in Norway in NOK 142 million. Hereof NOK 134 million
is exempted from taxation according 1o tax legislation. Tax effect is NOK 37.5 million,

1 H 1 Deferred tax | '
3 - Pen5|0n COStS a nd Obl I gatl ons A specification of Ftempo'rary differences and defesred tax is shown l}elow.‘I
[Net periodic pension cost 2004 2003 7002 ] {Tax raie 28% in 2002, 2003 and 2004) ‘, ‘
; T T T v
Benefit eamed during the year a9 53 ] L — i 2004 2003 2002
Interest costs on prior period benefit 58 £6 62 Reserve in accounts receivable ! (34) (37) (38}
Expected return on plan assets ‘1 (69} {68} (70} Reserve in inventory 96 938 115
Periodic emgplayer tax ! 5 7 7 | Other current items (96} {109} {198}
Expensed portion of thanges in the AFP | {2} 3 2 | Total current items ! (35) (48) {121}
Expensed partion of differences in estimates | 9 10 3 . '
Net periodic pension cost i 50 ! 71 54 | Accelerated depreciation 1232 1344 1379
' Deferred capital gains 565 686 ! 150
Pension plan assels 60 63 110
Status of pension plans recontiled with the balance sheet: Pension obiigations { (83} (85) (87)
: Currency asset hedge 3 m 178 » (471}
{ : 2004 2003 2002 || Other long-term items [ 389 241 . 7
; j Total long-term items i 2814} 2428 1326
Projected benefit obligations LY {1 295} {1221} i '
Plan assets at fair value | 1186 1105 1143 Loss to be brought forwa:rd Norway l {1 180) {B14) -
Plan assets in excess off (less than) ohligationsj— (48) (190} (78) Temporary differences, not offset \ 558 - -
Differences in estimates not taken Total temporary differences | 2207 | 1565 1205
to income/expences I 46 184 109 ) i , :
Net plan assets/pension obligations 2) {6} 3 Deferred 1ax on termporary differences ! 621 438 33
Accrual employer tax | (21} {16) 8) Tax credit carried forward {51} (50) -
Plan assets/{pension obligations) ! Total deferred tax ' { 570 | 388 337
in the balance sheet I (23) ‘ (22) 23 D ' 1
Pension obligation (83} (85) (87)
Pension assets 60 63 10

See note 4 {0 the consolidated accounts for assumptions and further infarmation,

4. Other operating expenses

Losses on bad debts amounting to NOK 1 million are included in operating expenses, '
Losses include NOK 2 million in external bad debt and NOK {1) million in change in pro-
vision for bad debt.

v
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ACCOUNTS 2004 NORSKE SKOGINDUSTRIER ASA

6. Net cash flow from operations

The connection between earnings before tax and cash flow from operations is shown below.

‘

| [
Annual accounts

Real property and planis under construction are not depreciated.

: i 2004 2003 002 |
Earnings before tax ) ! 7 i 636 1281 sy
Crdinary depreciation ‘ | 607 $93 7 630
Taxes paid {182 53 (283}
Gain/{loss) on sale of fixed assets and cther items (142) {935) : (240)
Group contribution {74) 923 -
Change in receivables {36) 104 395
Change in stocks (51} 6 ’ ]
Change in current liabilities , , ! (3n 472 - {(300) '
Adjusiments for changes in working capital without cash effect ; ! ; (519) (242) © {18
Net cash flow irom operating activities . ! { 2} 409 C 1312
. t
7. Operational and intangible fixed assets . .
Goodwill and - Land, buildings  Machinery Fixtures and fittings, Plant under Total
other exclusive rights and other property  and plant  tools, office equipment  construction
Acquisition cost ) ' .
Acquisition cost 31.12.03 98 2928 10 324 330 229 13909 :
Addition 2004 at cost - 24 n 151 T 446
, Sales 2004 at cost (- - - (147 -, {148
Redassification - - 6 - (6) -
Acquisition cost 31.12.04 37 2952 10 601 334 223 14207
Depraciation and write-downs . :
Accumulated ordinary depreciation and write-downs 31.12.03 31 ¢ 1389 7231 29 . 8942
Ordinary depreciation 2004 6 - 99 454 48 | 607
Depreciation on fixed assets sold 2004 - - - {147) {147)
Write-downs 2004 - - -
Redassification : - - -
Accumulated depreciation and write-downs 31.12.2004 37 1488 7685 192 , 9402
: . !
‘Book value | : r
Book value 31.12.03 67 1539 3093 39 229 7 4967
Book value 31.12.04 60 | 464 2916 142 223 ' 4805
N i
Depreciation plan 5 - 20 years 10-33years 10 - 20 years 3-5years

Goodwill specification an each acquisition

—

i
Year

Depreciation  Depreciation  Book value
plan/years 31.12.2004
Unign 1999 20 [ "%
' |
Goodwill is amortised in accordance with the expected useful life based on regional and global synergies,
' : Lo, !
| Operational and intangible fixed assets - acquisition and disposal past five years N i
" T
Goodwilland ~  Land, buildings  Machinery Fixtures and fittings, Plant under  Total
other exclusive rights and other property  and plant  tools, office equipment  construction '
2000 Acquisition - 103 . 265 ! 20 169 ¢ 557
Disposal - 20 7 5 1. 43
2001 Acquisition - 43 179 18 53 1 293 '
Disposal - - 7 5 . 12
2002 Acquisition 7 35 . 158 24 224
Dispasal - 222 7 3 - 232
2003 Acguisition 6 39 83 - 09 . 237
Disposal - 380 855 38 - 1273
2004 Acquisition . 24 N 151 | 445 )
o Disposal - 167 : 3 - 17
Total 5 years Acguisition 13 244 956 213 I 1757
Disposal - 789 876 54 o170
| )
| .
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8 Shareholders' eqmty

i Share Share premium Other

]

! : * Capital - reserve Equity Total
Shareholder’s equity 31.12.2003 1324 7121 5663 14108
Share issues . - - -
Change in own shareholding (1 16 {2 (7
Earnings - - 454 454
Provision for dividend - (795)  (799)
Other adjustments - - g 19
Shareholder's equity 31.12.2004 1323 7137 5319 13779

A1 31.12.04, the share capital was divided into 133 137 088 shares which each had a

nomlnal value of NOK 10. The company held 819 576 of its awn sha:es

| Principle shareholders

“Ownership in % |

Folketrygdfondet, Oslo i
Viken Skogeierforening, Hanefoss
JP Morgan Chase Bank, UK

State Street Bank & Trust Co., USA
Agder-Telemark Skogeierforening, Skien '
1P Morgan Chase Bank, UK
Skogeierforeningen Nord, Trondheim
Miasen Skogeierforening, Lilehammer
Vital Forsikring ASA, Bergen

Skagen Vekst, Oslo

Odin Norge, Oslo

Mellon Bank NA, USA

Fidelity Funds Europe, Luxembourg
Redesiaktieselskapet Henneseid, Skien
Glommen Fond AS, Elverum
Skandinaviska Enskilda Banken, Oslo
Odin Norden, Oslo

1P Morgan Chase Bank, UK

AS Hawlide, Skien

PP

9. Guarantees

!

‘ . |
- ACCOUNTS 2004 NORSKE SKOGINDUSTRIER ASA

*

i

The company has guaranteed debts totalling NOK 777 million on behalf of its sub5|d|A

aries. Other guarantees amounts to NOX 308 miflion.

i

1

10. 0th!er items

Qther #tems consisted in 2004 of sales of forest in mid Norway. Other items consisted
in 2003 of gain en sale of power stations in Norway. Other items in 2002 include pro-
fit from the sale of forests in Norway (NOK 159 million}, profit from the sale of forests
in Sweden (NOK 16 million) and reversal of a provision for credit losses agains Norske

Skog Floaring Holding AS {NOK 64 million).

11. Repayment plan
mterest| bearing debt

The company's total debt as at 31.12.2004 matures as foflows.

[ shareholders in the carporate assembly -

" Number of share?]

Elected by the sharcholders '
Ivar B Korsbakken, Oslo, Chairman

£mil Aubert, Porsgrunn ,
Ole H Bakke, Trondheim '
Svein Haase, Hokksund

Halvard Szther, Lillehammer

Svein Aaser, Drabak

Elected by the employees

$tig Arnegdrd, Skogn

Magnus Straume, Union

Stig Johansen, Forestia Braskeseidfoss

Per K Dahl, Saugbrugs

Observers from the employees

Ove Magne Anseth, Forestia Braskereidfoss

1052
34 505
53
855
2817
175

13

38
385
555

210

| sharehalders on the board of directors

Number of shares

Elec_ted by the sharcholders !
Lars Withelm Graholt, Hov, Chairman 1

2780
Halvor Bjarken, Verdal t 3090
@ivind Lund, Istanbul, Turkey 1087
Gisée Marchand . 300
Elected by the employees
Kére Leira, Skogn . 820
Jan Vidar Grini, Union ‘ 753
0 t .
Iihareholders President and Executive Staff N " _]
Jan A Qksum 11 369
Rolf Negard 1042
Hanne Aaberg 1654
lan-Hinrich Clasen 742
larte Dragvik ; 2673
Ketil Lyng 3874
Rob Lord 1786
Amanio Dias 820
Vidar-Lerstad * 4 549

: i . .| Debtbanks  Bonds ~ 'Total |
2005 ' : . . R
2006 : - 1066 | 1066
2007 64 1377 | 1441
2008 : 64 -1 e
009 o 328 725 1053
2010 ‘ 4183 - 41831
20M o 32 3623 3655,
2014 . w 200
M5 - 1208 ; 1208l
2033 - 1208 @ 1208
~ Total ‘ ' 4671 9406 | 14077

!

!

Debt in foreign currencies is entered at current rate in the instaflment pmﬁle Debt

i
i
t

used as hedging mstruments for hedging of net investments in foreign currencies is

entered at histaric cost in the balance sheet,

124
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‘Auditor's report
for 2004

We have audited the annual financial statements of Norske
Skogindustrier ASA as of December 31, 2004, showing a profit of NOK
454 millions for the parent company and a profit of NOK 663 millions
for the group. We have also audited the information in the directors’
report concerning the financial statements, the going concern assump-
tion, and the proposal for the allocation of the profit, The financial
statements comprise the balance sheet, the statements of income and
cash flows, the accompanying notes and the group accounts. These
financial statements are the responsibility of the Companys Board of
Directors and Managing Director. Our responsibility is'to express an
opinien on these financial statements and on other information
according to the requirements of the Norwegian Act on Auditing and
Auditors.

We conducted our audit in accordance with the Norweglan Act on
Auditing and Auditors and audmng standards and practices generally
accepted in Norway, Those standards and practices require that we plan
and perform the audit to obtain reasonable assurance about whether
the! financial $tatements are free of material misstatement. An audit
includes examining, on a test basis, evidence supportmg the amounts
and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement
presentation. To the extent required by law and auditing standards an
audit also comprises a review of the management of the Company's
financial affairs and its accounting and internal control systems. We
believe that our audit provides a reasonable basis for our opinion.

b
[n our opinion, :
- the financial statements have been prepared in accordance with the
law and regulations and present the financial position of the Company
and:of the Group as of December 31, 2004, and the results of its oper-
ations and its cash flows for the year then ended, in accordance with
accounting standards, principles and practices generatly accepted in
Norway
+ the company's management has fulfilted its duty to produce a prop-
er and clearly set out registration and documentation of accounting
information as required by law and accounting standards, principles
and practices generally accepted in Norway
+, the information given in the directors’ report concernmg the finan-~
cial statements, the going concern assumption, and the proposal for the
allocation of the profit are consistent with the financial statements and
comply with the law and regulations.

L]
Oslo, March 3, 2005
PricewaterhouseCoopers AS

£, Bt

Erling Elsrud
State Authorised Public Accountant (Norway)

| |
: f

' .
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i Annual accounts

: !
| |

The corporate assembly's
statement to the annual |
general meeting o

l

i
: .
The corporate assembly recommends that the annual general meeting
approves the profit and loss statement and balance sheet for 2004 for
Norske Skogindustrier ASA and the Group as proposed by the board
and agrees with the board's proposal for the appropriation of the prof-
it for the year.l

L ;
' 1
]
1

b
Lysaker, 3 March 2005

Ivar B. Kursbal:cken
Corporate assembly, chair

. | %

| .
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Implementation of IFRS

An ovenview of the effects of implementing international Financial Reporting Standards {IFRS) is presented below. The presentation of the balance sheets and pruﬁl and loss i
for comparison reasons the same as under NGAAF. These may be changed when the company starts reporting according ta IFRS.

b i

i
i
| i

Prellminary and unaudited]l Balance sheet'according K [Effect]of]
B Notes) 0 NGAAP; 311122003 Jl implementing {FRS) Yo IFRS 11112004
Intangible fixed assets 6,7 am 141 4868 |
Opérational fixed assets "3 31996 153 V32149
Long-term receivables and affifiated companies 1 2622 (282} . 2340
Fixed assets 39 345 39 357
Inventory 231 V23N
Receivables 3868 358068
Short-term investments 5% 596
Liquid assets 334 334
Current assets 7119 7119
Total assets 46 464 46 476
Paid-in equit B 445 B 445
Retained eamnings 1" 10 680 179 10 859
Minority interests 197 197
Shareholder's equity 19 322 19 51
Deferred taxes 6 2460 497 2952
Interest-free long-term liabilities and obligations 4,510 872 136 1008
Interest-bearing long term liabilities 18 290 18290
Interest-free current liabilities 8 4 864 {795} 4069
Interest-bearing current Yiabilities 656 - 656
Total liabilities and shareholder's equity 46 464 46 476

1. Under Norwegian GAAP (NGAAP) it has been possible to present deferred tax from
acquisitions at net present value, Norske Skag has done this when this gives a better reflec-
tion of the reality of the transaction. IFRS does not permit this treatment, and deferred tax
must be presented at nominal value in the {FRS ogening balance. The effect of this is that
deferred tax increases. Norske Skog has also presented deferred tax related to the invest-
ment in NorskeCanada at net present vahee, The effect of revaluing shis deferred tax from
net present value 1o nominal value is that the book vatue of the investmeit in
NorskeCanada decreases. The effect on deferred tax amounts to NOK 620 million. The
effect an the book value of the imvestment in NorskeCanada amounts to NOK 282 million.
The total effect on the group equity is a reduction of NOK 302 million.

2. Acording to 1AS 41 biological assets should be valued at fair value. Forests are conside-
red to be biological assets. Per 1 January 2004 the sale of the forests in mid-Norway was
not recognised in the Narske Skag accounts. In the IFRS opening balance the fair value of
these forests must be recogaised, The sales contract on these forests indiated a fair value
which was NOK 142 million higher than the book value of the forests. In addition, fair
value of the forests in Australia is estimated to be NOK 37 million higher than the book
value as at 31 Decerber 2003. In total this gives an increased value of operational fixed
assets of NOK 179 million in the IFRS opening balance. In the group equity this change
regresents an increase of NOK 179 million.

3. IFRS 1 First Time Addoption of 1FRS aliows for the use of fair value as deemed cost on
items of property, plant and equipment. This deemed cost will be the basis for depreciations
going forward. Norske Skog has taken the opportunity of using fair value on selective items
of property, plant and equipment as deemed cost in the IFRS opening balance. Norske Skog
has analysed the property, plant and equipment of the group, and identfied items at the
Skogn mill, the Parencc mill and the Union mill which will be valued at fair value in the
IFRS apening balance. ttems of property, plant and equipment with at fair value NOK 1 520
million above book value are identified as the Skogn mill. At the Parenco mill items of pro-
perty, plant and equipment with a fair vatue NGK 1 120 million below book value are iden-
tified. At the Union mill items for property, plant and equipment with a fair value NOK 426
million below book value are identified. The total effect of the revaluing of the identified
iterns of propety, plant and equipment is a reduction of the value of operational fixed
asses of NOK 26 million and a reduction in the group equity of NOK 26 million.

4, Novske Skog has established a captive 1o handle the insurance of Norske Skog. This cap-
tive is run as an insurance company. Thiough its business the Captive has built up an equa-
lisation reserve. Linder NGAAP this equalisation reserve has been dassified as a liability.
Equalisation reserves do not qualify as a liability under (FRS. The liability will be rectassified
to equity in the IFRS opening balance. The effect of this is an increase of the group's equity
of NOK 21 milfion.

5. Norske Skog has been reporting pension liabilities, pensions assets and pension costs
according to the Norwegian Accounting Standard on Pensions. The Norwegian standard is
similar to IAS 19 in that one can choose to spread the effects of changes in estimates and
pension plans and the difference between actual and anticipated returns over the average
remaining service life of the employees, when the accumulated effects exceeds 10 per cent
of whichever is the higher of the pension scheme funds or the pension obligations. This is
the corridor approach. Retrospective implementation of this approach requires an entity to
split the cumulative actuarial gains and losses from the inception of the plans until the date
of transition 10 IFRS into a recognised portion and an unrecognised portion. However IFRS
1 allows a first time adopter to recognise all cumulative actuarial gains and losses at the
date of yransition 1o IFRS, even if it uses the corridor approach for later actuarial gains and
losses. Norske Skog will use this oponunuty The effect of this in the Narske Skog IFRS ope-
ning halance is a redfuction of net pension liabilities of NOX 93 million, an ingease in
deferred tax of NOK 26 million, and an increase in the group equity of NOK 67 million.

6. IFRS is stricter than NGAAP when it comes to netting of deferred tax assets against
deferred 1ax liabilities. In the closing balance as at 31.12.2003 Norske Skog has netted
deferred 1ax assats against deferred tax liabilities amauniing to NOX 58 million that can
not be netiad undér IFRS, The effect of this change is that deferred tax assets and deferred
tax fiabilities in the balance sheet both increases by NOK 58 million., '

QOther items with effect on deferred tax are commented on in notes 1,5,7.9 and 10.

7. In the Norske Skogs consolidated NGAAP accounts, negative goodwill from the acquisiti-
on of Parenco in 2001 is recognised, Negative goodwill can not be recognised under IFRS.
his negauve goodwill has 1o be booked directly to the equity in the IFRS openlng balance.
The negative goodwill amounts to NOK 83 million, The effect of this change is to increase
goodwill by NOK 83 million, an increase of deferred tax of NOK 23 million and an increase
of the equity of NUK 60 million.

8. Under IFRS, provvsmn for proposed dividend should not be made. A provision for propo-,
sed dividend does not meet the definition of a liability under IFRS. Dividend should reduce
the equity only when the annual jeneral meeting dedides the dividend. In the IFRS opening
balance, the provision for dividend made as at 31.12.2003 has to be reversed, The effect of
this is an increase to equity of NOK 795 million compared to the closing balance of 2003
under NGAAP. This increase in equity will only be temporary since the equity will be char-
ged with NOK 795 m:Ihon when the dividend is decided by the annual general meeting.

9. As part of the wurk with the IFRS implementation, Norske Skog has reviewed all its pro-
visions. This seview has identified provisions related to ta issues that might be of a genetal
nature.These provisions will be reversed in the IFRS opening balance. In total these provisi- !
ons amount to NOX 160 million. The effel of reversing these provisions is to increase equi-
vy and reduce ||ab||mes In the 2004 accounts under NGAAP, these reversals are recogmsed
in the profit and loss account. The fact that the reversals are recognised in the opening
balarce under IFRS means that they will not be recognised in the profit and loss account
under IFRS. !

10. As pant of the work with the IFRS implementation, Norske Skog has evalualed the
company's envirornental obligations. In case of a future dose down of any of Norske
Skog's production units, costs related to cleaning up of the sites in questions may occur.
These liabilities should be recognised at net present value. Towal dicounted liability as of
1.1.2004 is estimated to be NOK 250 million. The effect of this is an increase of habilities
of NOK 250 million, a redhiction of deferred tax of NOK 75 million and decreased equity of .
NOK 175 million. I :

11. The total effect on retained earnings is:

Restating of deferred tax from net present value to nominal value (902
Market value of biokogical assets ©179
Rebalancing of property, plant and equipment {26)
Redassifcation of equaiisation reserve o
Changes in pension plans and estimates not recognised in profit and loss 67
Negative goodwill | | 60
Reversing pI'DV'ISan for dividend . 795
Reversing of provisions - 160
Provision for emdronmental dean up costs ' (175)
Total efied on reta:ned B3MINGS - 179

The total effect on Norske Skog 5 equity of implementing FRS amounts to NOK,179 million
per 1.1.2004. The main reason for this increase in equity is the reversal of the dividend pro-"
vision for 2003. Disregarding this change, the IFRS implementation charges the Norske
Skog equity with NOK 616 m:lron
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lIFRS

Preliminary and unaudited IFRS group profit and loss 2004

Profit and lass according

Effect of  Profit -and loss according

Mill. NOK - Notes to NGAAP 2004 implementing IFRS to IFRS 2004
Revenue 25 302 125302 ¢
Variable costs {13 028) '(13 026}
Change in inventory (6) (6}
Distribution costs {2 294) {2 294)
Other cperating expenses {5673) (5 673)
EBITDA 4303 4 303
Depreciation 1 (3373) 280 (3 093)
EBIT before impalrments and restruct. costs 930 1210
Impairments ' (1o) (110)
Restructuring costs (63) 63
EBIT i 57 1037
Affiliated companies 2 (47) (3 (44)
Financial items ' 2 (g ! (65} vo(783)
Other items ' 3 142 . (142) -
Pre-tax profit 140 __210
- Taxes ‘ 4 523 . (104) CIE
Profit before minorlities 663 i 629
Minority interasts ' 8 8
655 i

Net earnings

1. No amortisation of goodwill according to IFRS, Total goodwill amortisation recogni-
sed in the profit and loss according to NGAAP amounted to NOK 280 million in 2004
2. Profit and loss effects restating defemed 1ax fiom net present value to nominal value,

3. The gain from the sale of the forests in mid Norway is recognised in the profit and
loss accounts for 2004 under NGAAP, In the IFRS opening balance, biclogical assets
are recognised a1 market value. With the market value recognised in the opening

. '
batance, the sale Eof the forests gives no profit and loss effect for 2004 under IFRS.
4, Some provisions reated 1o tax issues are reversed in the IFRS opening batance.
Some of these provisions are reversed in the profit and loss account under NGAAP in
2004. Since the pravisions are reversed in the opening balance according 1o IFRS, the
reversal will not have any profit and toss effect under IFRS. In addition, sax effect of
teversed goodwill amortisation is reversed.

}

Prefiminary and unaudited IFRS closing balance sheet 31.12.04  Balance sheet according

T

Effect of Balance sheet according

Mill. NOK 1 Notes to NGAAP 31.12.04 implementing IFRS to IFRS 31.12.04
Intangible fixed assets 4382 421 ; 4803
Operational fixed assets 29994 11 30005
Long-term receivables and afiiliated companies 2485 {236) 2248
Fixed assets 36 861 37 657
Inventory 2799 + 2299
Receivables 4050 4050
Short-term investrments 410 470
Liquid assets 419 419
Current assets 7238 7238
Total assets 44 099 44 295
Paid-in equity 8436 8436
Retained earnings 10272 301 10 573
Minarity intesests 18 186
Shareholder's equity 18 894 - 19 195
Deferred taxes 1865 554 2419
Inzerest-free long-term liabilities and obligations 896 136 $ 1032
Interest-bearing long term liabilities 1729 17 291
Interest-free current liabilities 4684 {795) * 3889
Interest-bearing current Rabilities 469 469
Total liabilities and shareholder’s equity

Other IFRS issues:

Norske Skog has considered using the IFRS principles for business combinations retro-
spectively. IFRS 1 on First Time Addoption of IFRS altows the use of the IFRS principles
for business combinations both prospectively and retrospectively. If one business combi-
nation is subject to a new accounting assessment, all subsequent business combinati-
ons up to the point of implementation of IFRS have to be reassessed. Norske Skog's
condusion to this issue is that there is very little value in implementing the LFRS prind-
ples on business combinations retrospectively and therefore the new prlnclples will only
be implemented prospectively.

IFRS 1 on First Time Addoption of IFRS allows for ranstation differences arising from
translating foreign subsidiaries up to the date of implementation of IFRS to be regarded
as a permanent part of equity. This means that such translation differences do not reed
to be shown in the profit and foss account in the event of a disposal of ; 3 foreign subsi-
diary. Morske Skog has implemented this.

The documentation requirements for hedge accoutning are stricter under IFRS than
under Norwegian accounting principles. Norske Skog practices hedge accounting for
debt which hedges investments in foreign subsidiaries. Norske Skog will continue using
hedge accounting for debt which hedges investments in foreign subsidiaries under IFRS.

Embedded derivatives have to be recognised at market value from 2005. In Norske
Skog's case this will primarily apply to electricity supply contrancts where the future

44 099 44 295

t

, :
electricity price depends 10 some extent on the development of exchange rates. Norske
Skog will recognise the embedded derivatives at market value in the opening balance |
as at 1.1.2005. The effect of recognising the derivatives will be booked directly to
equity. Going forward, the fluctuations in the value of the embedded denvatwes will
be recognsied in the profit an loss account.

Goodwill is not amortised under IFRS. Goodwill amortisation totalled NOK 280 million
in the 2004 accounts. The book value of goodwill will be tested for impairment at least
annually. ;

Norske Skog's option programme invatves cash settlement and not settlement in sha-
res. Norske Skog accounts for this option programme according 1o IFRS, | !

Norske Skog uses proportional consofidation to accousnt for joint ventures, This is the
benchmark accounting treatment under [FRS. Implementation of IFRS will not change
how Norske Skog is accounting for joint ventures. However, a possible convergence
between US generally accepted accounting principles and IFRS indicates uncertainties *
when it comes to whelher this method can be applied in the future.

Under IFRS, Norske Skog will continue using the corridor approach on ac:uanal gains
and losses when accnuntmg for defined benefit plans. |

Norske Skog has been granted CO, emission rights. Norske Skog will follow the IFRS
rules when accounting for theese emission rights from 1 January 2005. ‘
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Articles of association for .
Norske Skogindustrier ASA

(Last amended 10 April 2003)

§1 NAME
The company is a public limited company, The
company’s mame is Norske Skogindustrier ASA.

§2 OBJECTS:

The object of 1he company is to pursue pulp and
paper operauuns and any activities connected
with these. The company can also participate in
other commercial activity by subscribing to
shares or in cr:;her ways.

§3 REGISTERED OFFICE

The company is registered in Norway, and has its
management and registered office in Berum
local authority.

¥
§4 SHARE CAPITAL AND SHARES
The company's share capital amounts to
NOK 1 331 370 880, divided into 133 }37 088
shares each with a nominal value of NOK 10
The company's shares will be registered with the
Norwegian Central Securities Depository (VPS).

- §5 TRANSFER OF SHARES
Any transfer of shares must be reported to the
company’s board of directors for approval.
Shares transferred to a new owner do not carry
voting rights until eight {8) days after the com-
pany has been notified of the transfer.

§6 BOARD OF DIRECTORS

The company’s board of directors will consist of
a minimum of seven and u maximum of 10
directors. Directors are elected by the corporate
assembly for terms of two years. No person can
be elected to the board after reaching the age of
70.

The corporate assembly will elect the chairman
and deputy chairman of the board for terms of
one year. The corporate assembly will determine
the remuneration payable to directors. The board
of directors is responsible for appointing a chief
executive, to be known as the president and chief
executive officer, and for determining his/her
remuneration. The board of directors can autho-
rise its members, the chief executive or certain
other designated employees to sign for the com-
pany.

§7 CORPORATE ASSEMBLY

The company will have a corporate assembly
consisting of 18 members, including 12 members
and four alternate members elected by the annu-
al general meeting. Members are elected by the
annual general meeting for terms of two years.
Alternate members are elected for terms of one
year. The corporate assembly elects two of its
members to act as chairman and deputy chair-
man for terms of one year,

§8 ELECTION COMMITTEE '
The company will have an election committee con-
sisting of the chairman of the corporate assembly
and three members elected by the general meeting
for terms of one year, The election committee will
be chaired by the chairman of the corporate
aescmbly

59 GENERAI. MEETING } ]

Notice of a general meeting must be given within

the time limit stipulated in the Norwegian Act on;

Public Limited Companies through the publica-

tion of notices in the Aftenposten and Dagens '

Neeringsliv newspapers. This notice can specify |

that any shareholder wishing to attend the geneml

meeting must notify the company within a certam
time limit, which must not expire earlier than five
days before the general meeting. Shareholders fail-
ing to notlfy the company within the specified
time limit may be denied entrance to the general
meeting. The general meeting will be held in the
local authority in which the company has its regis-

tered office or in Oslo, .

{

The annual general meeting will:

I. Consider the company’s annual report and
accounts and the consolidated report am_.i
accounts, and approve the profit and loss
account and balance sheet. i

2. Determine the application of the prof'l or
coverage of the loss for the year in accordance
with the approved balance sheet, including the
declaration of any dividend, i

3. Determine possible remuneration to be paid to
members of the corporate assembly. | '

4. Elect the shareholders’ representatives in the
corporate assembly.

5. Elect three members of the election committee.

Approve the auditor's fee.

7. Deal with any other business stated in 1he
nolice of the meeting.

o

Shareholders wishing to have any matters deTaII
with at the general meeting must give notice in
writing of these to the board of directors at least .
one month prior to the general meeting. Notice of
the general meeting will be given, and the general
meeting will be chaired, by the chairman or deputy
chairman of the corporate assembly o, in their
absence, by the chairman of the board of directors.

§10 AMENDMENTS !

Any amendments to the articles of association will
be made by the general meeting. A valid resoluuon
requires a three-fourths (3/4) majority of the votes
cast, and these votes must represent lhree-foi.xrths
(3/4} of the share capitl represented at the general
meeting.
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Glossary o

|
. v
BASIS WEIGHT {SUBSTANCE): The weight of .
paper int gramns per square metre. In North'
Armerica other units are used (lb per 3 000 :
square feet). ‘
BIOFUEL: Renewable fuel coming from the
vegetable kingdom, such as bark, wood resi-
dues and sludge from wastewater treatment
plants.
BIOLOGICAL TREATMENT: A method of clcan—
sing waste water in which micro organisms
convert dissolved organic material in the eff-
luent to water, CO2 and combustible sludge.
BLEACHING: Removal or modification of the
coloured components in the pulp to imprave
its brightness. Mechanical pulp is bleached
mainly by sedium hydrosulphite and hydro-
gen peroxide.
CELLULOSE: Organic substance, which is the
most important component of the cell walls .
in wood fibre, ‘
CHEMICAL OXYGEN DEMAND (COD): Measure
of the amount of oxygen needed to comple-
tely degrade the mainly organic compounds
in the effluent.
CHEMICAL PULP: Pulp in which the f'bres
have been separated through a chemical pro-
cess, normally through cooking. Chemical
pulp consists mainly of cellulose.
COATING: A process in which the’ paper sheet'
is given a thin coating of kaolin or other pig-
ments, to give the sheet a good printing sur-
face, ‘
DE-INKED PULP {D{P): Pulp produced by de-
inking recovered paper from newspapers and
magazines.
ECO-MANAGEMENT AND AUDIT SCHEME|
(EMAS}): EU standard for environmental’
management. )
ENVIRONMENTAL MANAGEMENT SYSTEM:
An overall management system providing sys-
tematic implementation of the company’s
environment policy. Can be, structured
according to EMAS and/or 15O 14001, |
EXTERNAL TREATMENT: Treatment of dischar-
ge water outside the actual production pro-
cess. There are three main types; mechanical,
biological and chemical treatment,

FILLERS: Inorganic fillers are used as additive ;

in paper production to, among other things,
give the paper a more even and brighter sur-
face, Various types are used, as finely ground
marble and kaolin.

GROUNDWOOD PULP: Pulp produced by pres-
sing debarked logs against a rotating grin-
ding stene. j

H-VALUE: Lost time injuries per mlllmn hour

worked.

15014001: International environmental
management standard.

LIGNIN: Organic substance bmdmg the wood
fibres together.

LONG FIBRE PULP: Chemical pulp produced
from softwood such as spruce or pine.

LWC (LIGHT WEIGHT COATED) MAGAZINE
PAPER: Wood-containing coated publicaticn
paper. '
MECHANICAL PULP: A mixture of ﬁbres i
having been separated through mechanical
processing in refiners or grinders.
NEWSPRINT: Wood-containing publication
paper containing up to 1009 mecl:)anical
pulp and/or de-inked pulp.

PUBLICATION PAPER: A general term for new-
sprint and magazine paper grades.

PULP; Semi-finished product for paperma-
king, made from wood or recovered paper.
RECOVERED PAPER: Used newspapers and
magazines, paper recovered from offices and
printing works, used packaging.

REFINER: A machine which makes mecham-
cal pulp by treating wood chips between
rotating steel discs. The surface pattern of the
dises helps separate the individual fibres in |
the wood.

SC (SUPER CALENDERED) MAGAZINE PAPER: ;
Wood-containing uncoated publication
paper. This paper is given a mechanical sur-
face trearment to give it a smoother surface
and better printing characteristics.
SEDIMENTATION PLANT: Mechanical treat-
ment of effluent in which fibre and suspen-
ded solids is separated our. '

SHORT FIBRE PULP: Chemical pulp produced
from hardwood such as birch or eutalyptus.
SUSPENDED SOLIDS {§5): Amount of particles
that can be separated/filtered out from efflu-
ent with the help of a fine-meshed filter.
THERMG MECHANICAL PULP (TMP): :
Mechanical pulp produced by refining chips
that are pre-heated to 1060-1150C. The high
temperature softens lignin and helps separate
the fibres, thus yielding longer and stronger
fibres than in grinding. '
WOOD CONTAINING PUBLICATION PAPER:
General term for paper comammg mainly
mechanical pulp and/or de-inked pulp The
most common grades are newsprint, 5C mag-
azine paper and LWC magazine paper.
WOOD: General term for wood as a raw
material to sawmills and pulp and paper
mills,
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A listening company o

Norske Skog must relate to many stakehold-
ers, including employees and unions, own-
ers and investors, customers, analysts, sup-
pliers, the medla and environmental organi-
sations, We: are concerned with the expecta-
tions these stakeholders have of us, and with
how we can get better at meeting their
requirements. That is important to avoid
unrealistic expectations, In addition, it pro-
vides good feedback on how we can tailor
our annual and interim reports to meet the
needs of stakeholders.

Norske Skog gets such input through
various kinds of meetings, such as press con-
ferences and presentations, the general
meeting, open days, sessions with analysts
and telephone interviews, and through
external analyses and assessments of our
reports.

GOOD, BUT COULD DO BETTER
Norske Skog gets positive feedback on both
annual and interim reports, including much
praise for detailed reporting to the capital
market. In addition, a number of recipients
find it very positive that we present key fig-

" ures in 10-year series. That puts develop-
ments in a historical perspective. We also get
positive feedback for simple and straightfor-
ward notes with good quantitative informa-
tion. Some commentators have suggested
that we could be even better at providing
detailed information about our most
tmportant value drivers. The layout is also
regarded by some as rather ponderous and
therefore difficult to read. “More graphs

" would be an advantage in Norske Skog's
reports,” observes one union official. “Visual
presentations of the material make it more

. interesting and easier to absorb.”

Virtually everyone greatly appreciates the
expansion of the annual and interim reports
to include material on the environment and
social responsibitity. Traditional cost-based
reports fail to provide an adequate picture of
true value creation by a company. Including
corporate governance, research and devel-
opment, environmental performance and
social responsibility gives readers a better
impression of what we stand for and what
creates value in our company. “Positive fig-
ures for health and safety don’t catch the eye
first,” comments one of the journalists who
keeps us under observation, "On the other
hand, they often say a lot about a company’s
management and not least about employee

| '

motivation. So it’s interesting for me, frfom my
perspective, to know something about health
and safety”

“Information on social responsibility and
the environment is less interesting because we
regard these as clear conditions for pursuing a
serious business today,” says an analyst. “On
the other hand, such details contribute to'a
positive reputation for Norske Skog, which in
itself represents equity capital.” Several of our
stakeholders have expressed a desire for more
forward-looking  information. “Annual
reports are traditionally a historical record,”
says a shareholder and raw material supplier.
“However, it’s more interesting to hear'some-
thing about what your views on the future, the
trends you see in the market, future require-
ments for raw material suppliers in different
countries, and the research and development
you're pursuing. This says something about
what you're doing to build long-term compet-
itiveness.

RESPONDING TO INPUT

Norske Skog has received many impbrtant
and useful suggestions. Satisfying every
requirement posed by a stakeholder repre-
sents a challenge. We try to strike an appro-
priate balance between the requirements for
annual reporting imposed on listed compa-
nies by the Norwegian Accounting Act, what
the various stakeholders want and what We
feel could be of interest.

A number of suggestions have had a dlrect
impact on this annual report. We are provid-
ing more information about the market and
customers, for instance, and about research
and devetopment. We have also made ‘active
efforts to improve the readability of our
graphs and to achieve a clearer layout in gen-
eral because we believe that this, combined
with heavy emphasis on content and illustra-
tions, makes the report as a whole anld the
individual chapters more interesting and eas-
ier to read. We aim to continue developmg
our dialogue with various stakeholders during
2005.

1

INVITATION TO READERS .
If you feel there are subjects we should have
covered or facts which could have been better
documented, or have other comments — ‘both
positive and negative — about our annua] and
interim  reports, you can e| mail

benedicte.gude@norskeskog.com.
|
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The GRF’s guidelines for sustainability report-
ing have been developed through a process
involving a broad-based group of interests.
Intended for voluntary use, the guidelines
cover reporting under the three pillars for
sustainable development: economic growth,
environmental performance and social
responsibility,

Norske Skog supports the work of
establishing a global standard for sustain-
abiliry reporting. It integrated reporting on
environmental performance and social

GRI guideline elements

1 VISION AND STRATEGY

1.1
1.2

PROFILE

[ Organisational profile

Global Reportin

i
i

v
'

B ¥
responsibility in its regular annual report in 2002,
and the GRI guidelines have been used since 2003
as a tool in the work of developing such reporting.
Sustainability reporting alligned with the GRI has
been further developed in the annual 'report for
2004. In the company’s view, its reporting practice
is almost wholly in line with the GRI's principles.
Norske Skog now reports on a large number of
indicators. ! 5
The company, however, does not réport'fully
on all elements and indicators specified m the
GRI guidelines, primarily where such matters are
i

Statement of vision and strategy regarding contribution to sustainable development
Statement from CEQ {or equivalent senior manager)

2.1 Name of the reporting organisation

2.2 Major products and/or services, including brands if appropriate

23 Qperational structure of the organisation

2.4 Description of majar divisions, operating companies, subsidiaries, and joint ventures
2.5 Countries in which the organisation's operations are located

6 Nature of ownership; legal form

27 Nature of markets served

2.8 Scale of the reporting organisation

29

210

List of stakeholders, key attributes of each, and relationship to the reposting organisation
1

|

Significant changes in size, structure, ownership, or products/services that have occurred singe the previous report
Basis for reporting on joint ventures, partially owned subsidiaries, leased facilities, outsousced operauons, and |
uther situations that can significantly affect comparability from period 1o period and/or between reportlng organisations

Contact person(s) for the report, ind. E-mail and web-address

21 Reporting period for information provided

2.12 Date of most recent previous report {if any)

213 Boundaries of report (countriesiregions, products/services, divisionsfjoint ventures/subsidiaries) and any
specific limitations on the scope

2.14

2.15

2.16

measurement methods)

Explanation of naiure and effect of any re-statements of information provided in earlier reports, and the reason :
for such re-statement (e.g., mergersfacquisitions, change of base year/periods, nature of business,

|
b 1

Initiative (G RI)

i

1
considered less relevant to the'company's
operations. The GRI index indicates, as a
users reference, where information on
specific indicators is disclosed in the
Report. Certain information is provided in
more than one section in the Report, as
indicated, and for certain spesific GRI
elements the Report may provide a less
than complete description.

www.globalreporting.org.
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Reference '

3-5, 16, 35,37, 73, 79, 99, 100
3-5,35,36

Cover, 128

12-13

91-99 !
15-25,97-98, 112, 113 !
16-47 '
128 .
15-25, 97-9%

16-17, 31, 65, 87, 136
130

Cover, 13_0
Cover, 53, 125
Annual report 2003 ' ‘

53,104,135
100, 105, 126-127

53, 98, 104-105

126127
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E -Report profile . " _ Reference '
2.17 Decisions not to apply GRI principles or protocols in the preparation of the report ! 131
2.18 Criteria/definitions used in any accounting for economic, environmental, and sodial costs and benefits 50, 104105
2.19 Significant changes from previous years in the measurement methods applied to key economic, ’
envirenmental, and social information j 126-127 i
2.0 Policies and internal practices to enhance and provide assurance about the accuracy, completeness, and reliability ! :
that can be placed on the sustainability report 253,941 . :
2.2 Policy and current practice with regard to providing independent assurance for the full repart » 53,92,125 : ! !
2.22 Means by which report users can obtain additional information and reports abowt economic, environmental, .
and social aspects for the organisation’s activities, including facility-specific information (if available) Cover |
' .
3 GOVERNANCE STRUCTURE AND MANAGEMENT SYSTEMS o
i
[ ‘Structure and governance ' . j{ -
' ' ]
31 Governande structure of the organisation, induding major commitiees under the board of directors that are
responsible for setting sirategy and for oversight of the crganisation. ' 91-95, 100-101
3.2 Percentage of the board of directors that are independent, non-executive directors 92,94
33 Process for determining the expertise board members need to guide the strategic direction of the
organisation, including with regard to environmental and social risks and opporunities. 1 | 91,92
34 Board-level processes for overseeing the organisation's identification and management of ec0n0m|c
environmental, and socia! risk ands and opportunities 53,91,92
35 Linkage between executive compensation and achievement of the organisation’s financial and non-financial goals (e.g.,
environmental performance, labour practices) : P ) 83,92-93,108
36 Organisational structure and key individuals responsible for oversight, implementation, and addil of economic,
environmental, social, and related policies 38,53, 9195
3.7 Mission and values siatements, internally developed codes of conduct or principles, and pollues relevant to economic, .
environmental, and social performance and the status of implementation ‘ ' 3-%, 35, 37,61-73, 80-81)91-93 3.8
Mechanisms for shareholders 1o provide recommendations or direction to the board of directors 91,128
[ Stakeholder engagement , . : i ;
38 Basis for identification and selection of major stakeholders ‘ ! 79, 130,
AL Approaches to stakeholder consultation reported in terms of frequency of consultations by rype and l )
ty stakeholder group ' ¢ 7-11, 26-30, 32-34,68-71, 79, 130
ERL Type of information generated by stakeholder consultauons ' 7-11, 26-30, 32-34, 69-74, 79, 130
3.12 Use of information resulting from stakeholder engagements 7-11, 26-30, 69-1, 130
[ Overarching policies and management systems - o !
3.13 Explanation of whether and how the precautionary approach or principles is addressed by the'organi'sation 37, 60-62, 91-93
314 Externally developed, voluntary economic, environmental, and social charters, sets of principles, or other
initiatives to which the arganisation subscribes or which it endorses ! 5, 19, 41, 56, 69-72
315 Principal membership in industry and business assodiations, as well as nationaVinternational advocacy organisations 66
316 Policies andfer systems for managing upstrezm and downstream impacts, including | ]
P - supply chain management as it pertains to outsourcing and supplier environmental and social performance, and .
- product and senvices stewardship initiatives ' : ! 10-11, 26-30, 37, 39, 41, 49
kAN Reporting organisation’s approach to managing indirect economic, environmental, and social
‘ impacts resulting from its activities 35-37,39-43, 49, 51, 54-59, 73-74
318 Major decisions during the reporting period regarding the location of, or changes in, operations 21-23, 97
3.19 Programmes and procedures pertaining to economic, environmental, and social performance. 4,19-22, 35-38, 53, 61-69, 91-93, 97
320 Status of certification pertaining to economic, environmental, and sacial management systems \ 21, 26, 35-36, 39, 41, 52
o f
4 GRI CONTENT INDEX !
4.1 Provide a table identifying location of each element of the GRI report content, by section and indicator 131-13% .
|
i 3
I |
Ll
| in
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5

Economic performance indicators

PERFORMANCE INDICATORS ]

[

E Customers )

EC) Net sales
EC2 Geographic breakdown of markets (market share and sales) :
] i Suppliers ‘
EC3 Cost of all goods, materials, and services purchased | |
EC4 Percent of contracts that were paid in accordance with agreed terms, excluding agreed penalty arrangements |
]
1 ]
|- Y Employees P
ECS Total payroll and benefits expense (including wages, pension, other benefits and redundan&y payments}
broken down by country or region !
. |
! ¥ Providers of capital I
ECE Distribution to providers of capital broken down by interest on debt and borrowings, and dividends on
all classes of shares, with any arrears of preferrad dividends to be disclosed :
EC7

Increase/decrease in retained earnings at end of period ‘
. !

j Public sector

|

EC8 Total sum of taxes of all types paid broken down by country '
EC9 Subsidies received braken down by country or region
EC10 Donations to community, civil society, and other groups brcken down in terms of cash and i m -kind
donations per type of group |
ENVIRONMENTAL PERFORMANCE INDICATORS i
!  Materlals L
EN1 Total materials use other than water by type ‘ : f
EN2 Percentage of materials used that are wastes (processed or unprocessed} from sources external 10,

the reparting oiganisation !

" Energy

EN3 Direct energy use segmented by primary source
EN4 Indirect energy use \
1 E\Nater ! '
ENS Total water use : i
l “;Blodlversity ! |
. - - '
ENG Location and size of land owned, leased, or managed in biodiversity-rich habitats !
EN7 Description of the major impacts on biodiversity associated with the organisation's activities and!or products and
services in terrestrial, freshwated, and marine envnonments i
i
f Emissions, effluents, and waste
ENB Greenhouse gas emissions , .
ENG - Use and emissions of pzone-depleting substances !
ENIG Nox, sox, and other significant air emissions by type: ,
EN11 Tertal amount of waste by type and destination '
ENT2 Significant discharges to water by type ,
EN13 Significant spills of chemicals, oils, and fuels in terms of total number and total volume
" EN14 Significant environmental impacts of principal products and services :
EN15 Percentage of the weight of products sold that is redlaimable at the end of the products’ useful

life and percentage that is actually reclaimed

Reference

87,102
16-25, 97-99, 106

102, 109
Not reported

93, 102, 108

89, 102, 109-110, 115

115,120

110,122
Not reported

n

35, 40

42-43, 46

35, 44, 52
Not reported

35,52

51

51

(

25, 35, 41, 52
Not reported
35 47
35,49, 52
35, 47,52

46

32,35 42-43

42-43
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L

-...Compliance.....". ..

L}

EN1&

Incidents of and fines for non-compliance with all applicable international declarations/conventions/treaties,
and national, sub-national, regional, and local regulations associated with environmenta! issues

Reference

35, 46

SOCIALAPERFORMANCE|INDICATORS

(S |

T

r LABOUR PRACTICE AND DECENT WORK - : B |
R . — )
B ___Employment | .
LA Breakdown of workforce, whete possible, by region/country status (employee]nonfmployee), employmenl type
{full time!part time), and by employment contract {indefinite or permanent/fixed term or :emporary)
Also identify warkforce retained in conjunction with other employers (temporary agency workess or workers in
co-employment relationship), segmented by region/country '
A2 Net employment creation and average turnover segmented by region/country , X
U L : }
Labour/management relations ‘ Jl '
- . e —_ . : \
i
A3 Percentage of employees represented by independent trade union organisations or other bona fide employee
representatives broken down geographically or percentage of employees covered by collective barga:ining agreements
broken down by region/country, |
LA4 Policy and pracedures involving information, consultation, and negotiation with employees over changes in the
reporting organisation’s opesations {€.g., restiucturing) !
. e . i o 3
: 1
.. .| Healthandsafety _ — S
LAS Practices on recording and notification of otcupational accidents and diseases, and how they relate :n the ilo code of
practice on recarding and notification of accupational accidents and diseases.
LAG Description of formal joint health and safety committees comprising management and wofker'representatives and
propartion of workforce covered by any such commitiees I
LAY Standard injury, fost day, and absentee rates and number of work-related fatatities {induding subcomracted workers)
LAB Description of policies or programmes {for the workplace and beyond) on hiviaids ' I
DU B —_— e —— —
. Irainiag and education ’ :
LAG Average hours of teaining per year per employee by category of employee ; '
i = . .y . e s L -
‘ Diversity and opportunity - ot
‘ |
LA1D Description of equal opportunity policies or programmes, as well as monitoring systems to ens;ure compliance and
results of monitoring. :
1
LAl Compasition of senior management and corporate governance bodies (induding the board of directors),

65, 107
100, 147

65, 69-1

69-71

60-63

60-53, 69-11
18-23, 60-63, 100
Not reported

65-69, 72

64-66, 69-72, 91, 100

including femate/male ratio and other indicators of diversity as culturally appropriate , { 65, 94-95 ,
) !
[ HUMAN RIGHTS L
r , \ T ] |
{ Strategy and management . '
HR1 Desaiption of palicies, guidelines, corporate structure, and procedures to deal with all aspects of human rights
relevant to operations, including monitoring mechanisms and results : l 5, 69-72
HR2 Evidence of consideration of human rights impacis as part of investment and procurement decnsmns, including
selection of supplierscontractors 68-72
HR3 Description of policies and procedures to evaluate and address human rights performance within the supply .
chain and contractors, including monitoring systems and results of monitoring i 69-72
! Non-discrimination . '
1
HR4 Description of global policy and procedures/programmes preventing all forms of discrimination in operations, including .
maonioring systems and results of menitoring 5,65-72, 100 '
1
- :
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b
|

|GRI

[. Ereedom of association and collective bargaining ; Reference
HR5 Description of freedom of association policy and extent to witch this policy is universally app[ied independent of
local laws, as well as description of procedures/programmes to address this issue ! | 5, 69-72
|
i Child labour )
HRG Description of policy excluding child labour as defineéi by the iLO convention 138 and extent 1o witch this policy
is visibly stated and applied, as well as description of procedures/ programmes to address this issuef including
monitoring systems and results of monitoring | 69-72
: : e |
{ . Forced and compulsory Iabour__ o | oo R L
i
HR? Description of policy to prevent forced and compulsery labour and extent to which this policy'is visibly stated and
applied as well as description of procedures/programmes to address this issue, including monjxming'sysiems
and results of monitoring ‘ i 5, 69-12
2 T ' - i
+ * ;
r o | ommunity-_ . :_. o _ i
501 Description of policies to manage impacts on communities in areas affected by activities, as well as description of '
procedures/ programmes to address this issug, including monitoring systems and results of mgnitorir%g 73,93
it et i S o At - —— ! ——
e pribery__and corruption o .
t ¢
502 Description of the policy, proceduresimanagement systems, and compliance mechanisms for organisations and
employees addressing bribery and corruption ! 92,93
f | T political contribution - - ! ST T
| S . ; ey
0 t 1
503 Description of policy, procedures/management systems, and compliance mechanisms for managing political .'
lobbying and contributions ! Not reporied
i
!
| PRODUCT RESPONSIBILITY . :
|
!: Customer health and safety - ,
i ]
PR1 Description of policy for preserving customer health and safety during use of reporting organisation’s products
and services, and extent to which this policy is visibly Stated and applied, as well as description of
procedures/programenes 1o address this issug, indluding monitoring systems and results of monitaring Not reported
"' roducts and servi ‘ 1 B
Products and services '
b [ 128 :
PR2 Description of reporting organisation’s policy, procedures/management systems, and cqmplianée mechanism
related to product information and labelling 10,12,13
I .
L R'Epect for privacy ' i
PR3 Description of reporting organisation’s policy, procedures/management systems, and compliance mechanisms
for consumer privacy ' | Not reported
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Main figures

] i
(RRGEDD | 2004 B 2003 N 2002 S 2001 IR 2000 R 199 I I 195 R 1997 R 1956 IR 1565}
1! Profit and loss account l . . ' : 1 :
Operating revenue 25302 24068 23411 30 354 26635 18 054 14 908 13312 13265 12548
Operating earnings before restructuring costs 930 1401 1906 5096 4211 2129 1780 1083 1916 2500
Earnings for the year, majority’s share 655 40 1162 2494 1958 1300 1020 590 1317 1 669
2. Main financial figures ‘ :
Cash flow from eperations 2948 2973 3687 7052 4912 2162 2859 1615 26167 2555,
Depreciations and amortisation 3313 31285 3292 3383 2388 1689 1313 1140 1132, 832!
Investments in operational fixed assets 14981 1200 1146 1422 1351 1154 3983 1814 1053, 926
Gearing 0.90 0.92 1.02 1.18 0.92 0.65 0N 0.45 0.63 0.6l
3. Profitability | ! z
Gross operating margin before rest. costs % 179 195 2 1.7 248 211 20.8 16.7 2361 266"
Return on capital employed % 2.5 36 4.7 13.7 131 ¢ 11.0 1.7 B.4 159 254
4. Shares and shareholder structure T i i :
Net eanings per'”share after tax 3.04 8.79 20.68 187 0 1401 11.36 6.94 16.99 2.0
Net eamings per share after full conversion 3.04 8.9 2068 1947 14,01 11,36 6.94 15.10 19.33
Equity per share ¥ 146.64 135.50 147.96 218,04 : 126.17 1871 107.34 99.19 i 8482 -
Main figures per area .
NOK million ] 2004 [2003] 12002 [N 2001§ EEED 11399 [ € ¢B B
Europe ! ; ] l f
Operating revenue 15 606 14 784 14 087 14 219 13229 12102 10539 9284 9493 8 066
Operating earnings l 610 1033 118% 3247 2 266 'i 1809 1946 1134 2078 1708
Operating margin % i 1y 70 8.4 228 171+ 149 185 12.2 219 21.2 -
i ' '
North America d L
Operating revenue } i - 5455 4157 9
Operating earnings i - - 319 529 - ' .
Operating margin'% i - 6.0 127 - !
South America’ l ‘ + :
Operating revenue 1146 1094 1107 1939 1035 -
Operating earnings 128 13 L)} 473 231 - '
Operating margin % 1.2 10.3 {0.8} 24.4 22‘.3 -
Australasia | l ' f !
Operating revenue 4194 4030 3807 4 473 2801 -
Operating earnings 406 455 546 115 545 -
Operating margin % 9.7 1.3 143 16.2 19.5 - )
| '
Asia | i
Operating revenue | 2603 2365 2688 2434 2572 1988 485
Operating earnings | 160 200 562 616 526 336 61 ;
Operating margin % l 6.1 85 209 25.3 20.5 16.9 126 .
I
Other activities !
Operating revenue i 21233 2146 1931 2319 jgs1 - 4132 4037 4043 3800 ;4 504 |
Operating earnings 25 16 47 98 372 37 {90} 33 {100 » 778 °
Operating margin % L 0.7 24 a2 96 0.9 2 08 (26 | 173

2004 in summary

Norske Skog's operating earnings declined from
NOK 1 401 million in 2003 to NOK 930 mil-
lion, reflecting reduced prices in Europe and
higher prices for important input factors such
as energy and recovered paper. Net earnings
increased from NOK 402 million to NOK 655
million. When comparing these figures, it must
be borne in mind that the 2003 result includes
a net NOK 465 million in gain on the sale of
power stations. The 2004 earnings include
NOK 142 million in gain on the sale of forests
and other real property, NOK 173 in provi-
sions/write-downs relating to the Australasia
restructuring, and NOK 276 million from
reversing several earlier tax reserves. Earnings

b

per share came to NOK 4.95 compared with
NOK 3.04 in 2003,

The -company’s Improvement 2003 ! ! ! pro-
gramme resulted in total savings of NOK 193
million compared with the 2002 base year. This'
was in line with the original target of NOK 2:
billion. -

Global demand for standard and impll'oved
newsprint increased by three-four per cent in
2004. With the exception of Korea and the USA, -
this rise’was experienced in all main markets,
and regions. Demand for magazine paper also
improved. Norske Skog's deliveries mcreased by
4.7 per cent, and operating revenue rose by five .
per cent from 2003 to NOK 25.3 billion. *

A total of 157.8 million Norske Skog shares
were traded during the year, 12.5 per cent up
from 2003, The share yielded a return of 7.9 per
cent including dividend over the 12 months to
31 December 2004. Its average price was 11 per,
cent higher than in 2003.

The board of Norske Skog has adopted a
new dividend policy. Dividend will be stable
and represent 15-25 per cent of cash flow from:
operations after the payment of financial
expenses and tax. On that basis, the board has
proposed an unchanged dividend of NOK 6 per
share for 2004. .

'
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ANNUAL GENERAL MEETING ‘

The annual general meeting will be held at 13.00
on Thursday 14 April 2005 at Norske Skog's
headquarters at Okseneyveien 80, NO-1326
Lysaker, Norway.

DIVIDEND PAYMENT '
Shares will be listed ex-dividend on 15 April.
Dividend will be paid on 29 April to shareholders
listed in the company’s register of shareholdefs at

14 Apil, |

PUELICATION OF INTERIM

RESULTS IN 2005 i

First quarter: Wednesday 4 May Lo
Second quarter; Tuesday 2 August :

Third quarter: Tuesday 1 November S

FURTHER INFORMATION )

ON THE INTERNET

Additional financial data for Norske Skog can be

found at www.norskeskog.com o

Information available there includes:' '

» All annual and interim reports '

* Prass releases

* Presentations to the stock market, -‘

» Infarmation on Norske Skog's organlsauon
management and activities

* Details about mills, products and markets
« |nformation on environmental issues and the |
company’s social involvement, as well as its
guidelines on the environment, social !
respansibility and business ethics

CONTACT INFORMATION !
Media and external affairs:
Hanne Aaberg, senior vice president !
Telephone: +47 67 59 90 00
info@norskeskog.com

Financial market: ,
Jarle Langfjeeran, vice president )
Telephone: +47 67 59 93 38 !
jarte.langfjaran@norskeskog.com

Environment: [
Rune Andersen, senior advisor '
Telephone: +47 67 59 90 23 ‘
runa.andersen@norskeskog.com

Sodial responsibility:

Pal Stensaas, directar
Telephone: +47 67 59 93 47
paal.stensaas@norskeskog.com !

| |, .
Information

ADDRESSES .
Corporate headquarters '
Norske Skogindustrier ASA
(Oksengyveien 80

PO Box 329

NO-1326 Lysaker '
Norway

Telephane: +47 67 59 90 00

Telefax; +47 67 53 91 81

REGIONAL OFFICES .
Norske Skog South America
Norske Skeg do Brazil Ltd

Rua Pasteur 463 '
10 andar Centro Empesarial Jatobd |
80250-080 Curitiba \
PR-Brazil

Telephone: +55 41 340 2000

Telefax: +55 41 342 8772 '

Norske Skog Australasia

Norske Skog {Australasia) Pty lened
Level 22, 1 Oxford Street
Darlinghurst, NSW 5
P O Box 485

Darlinghurst

NSW 1300

Australia

Telephone; +61 2 9283 1444
Telefax: +61 2 9283 3033 .

PARTLY-OWNED COMPANIES
North America

Norske Skog Canada Ltd

16th Floor, 250 Howe Street
Vancouver, British Columbia

V6C 3R8 Canada ,
Telephone: +1 604 654 4000 "
Telefax: +1 604 654 4048

Asia

Pan Asia Paper Company Pte Ltd
4 Shenton Way

No 29-01 5GX Centre 2
Singapore 068807

Telephone: +65 6327 4188
Telefax: +65 6327 4262
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Norske Skog

Norske Skogindustrier ASA
Oksenayveien 80

P O Box 329

NO-1326 Lysaker

Norway

Telephone: +47 67 59 90 00
Telefax: +47 67 59 91 81
www.norskeskog.com
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